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PROTECTING SMALL BUSINESSES AND PRO- 
MOTING INNOVATION BY LIMITING PATENT 
TROLL ABUSE 

TUESDAY, DECEMBER 17, 2013 

U.S. Senate, 

Committee on the Judiciary, 

Washington, DC. 

The Committee met, pursuant to notice, at 10:19 a.m., in Room 
SD-226, Dirksen Senate Office Building, Hon. Patrick J. Leahy, 
Chairman of the Committee, presiding. 

Present: Senators Leahy, Feinstein, Schumer, Durbin, 

Whitehouse, Klobuchar, Coons, Blumenthal, Hirono, Grassley, 
Hatch, Cornyn, Lee, and Flake. 

OPENING STATEMENT OF HON. PATRICK J. LEAHY, A U.S. 

SENATOR FROM THE STATE OF VERMONT 

Chairman Leahy. Good morning, everybody. Senator Grassley 
and Senator Hatch and I have been over voting, so that is why we 
are starting a few minutes late. But I thank you all for being here. 

I also wanted to check with Mr. Dwyer about the amount of snow 
we had back home, because if we ever get out of here, my wife and 
I want to go and spoil the grandchildren on the ski slopes back in 
Vermont, which is probably what Senator Hatch wants to do on the 
ski slopes out in LFtah, too. So I was glad to hear about the 10 
inches, which in Vermont is considered a heavy dusting, and in 
Washington it is considered “Snowmageddon.” This is the only city 
I have ever known that will close down for two or three inches. 
That snow back home, we just take a broom and sweep it off the 
walks. But, anyhow, on to more serious things. 

Last Congress, Members of this Committee and the Congress 
came together and passed common sense, bipartisan — Democrats 
and Republicans working together — reform to modernize our patent 
system. The America Invents Act has taken significant steps to im- 
prove the quality of patents that are issued by the Patent and 
Trademark Office. We have allowed outside parties to challenge the 
validity of a patent after it issues and improves the information 
available to patent examiners. This is the first real update of the 
patent laws in over 50 years. 

But having done that, there are still bad actors who are abusing 
the patent system. I have heard from an increasing number of 
businesses in Vermont and across the country that are being tar- 
geted by so-called patent trolls. Instead of asserting a patent claim 
against the manufacturer of a product, entities are targeting small 
businesses that simply use the product, figuring it is better for 
them just to pay them something to go away when they would not 
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dare take on the manufacturer and could actually fight their spu- 
rious claims. 

In Vermont, small businesses have received aggressive demand 
letters claiming payments of $1,000 per employee for using docu- 
ment scanners in their offices. Across the country, and also in 
Vermont, thousands of coffee shops, hotels, and retail stores re- 
ceived demand letters and were threatened with patent suits sim- 
ply for using a standard, off-the-shelf WiFi router. Many of the let- 
ters are vague form letters. They have no description of how the 
recipient infringes on a relevant patent. I have also heard examples 
of patent assertion entities sending letters through dozens of dif- 
ferently named shell companies so that businesses that receive the 
letters cannot easily find out who sent them. 

You do not have to be a patent expert to know what is going on. 
I mean, this is as close to robbery as you can think of. These ac- 
tions abuse the patent system, trying to extort settlements from 
customers and small businesses that have no real means of fighting 
back. Predatory conduct that simply takes advantage of end users 
does not promote the important goals for which our patent system 
was intended, to advance science and the useful arts. I have to 
think how my parents with their small printing business would 
have reacted to something like this. They would not have had the 
ability to fight. But that is the same with small businesses every- 
where. 

Over the past eight months, I have worked with Senator Lee and 
others to develop legislation to address these abuses in the system 
and to have a bipartisan bill. Our bill targets the sending of mis- 
leading demand letters as a deceptive trade practice that can be pe- 
nalized by the Federal Trade Commission. It protects customers 
who have been sued for merely using a product when the defendant 
really should be the manufacturer who made the product and is in 
a better position to argue whether their technology infringes a 
valid patent. But usually it does not, and, of course, that is why 
the trolls will not go after the manufacturer. 

Our legislation promotes transparency so that those abusing the 
system can no longer hide behind shell companies to advance their 
scheme. It improves the PTO’s outreach to business defendants and 
strengthens the post-grant review process implemented in the 
Leahy-Smith America Invents Act to improve patent quality. 

It takes significant steps to address the problem of patent trolls 
and misuse of the patent system. But, importantly, the measures 
also are balanced. They are targeted to preserve the rights of legiti- 
mate patent holders whose inventions help drive our economy. If 
they are not protected, we do not have new inventions. So as we 
discuss proposals to address the problem of patent trolls, I urge the 
Committee to stay focused on that balance. I want meaningful but 
targeted reform that can actually pass and can be signed into law 
by the President. 

To the witnesses appearing today, I thank you all for being here. 
I know it takes a lot of time out of your life, too. But it is important 
to us, and it is important to all Members of the Committee who 
want to reduce abuses in the patent system while ensuring that 
innovators and inventors continue to drive our economy. 
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[The prepared statement of Senator Leahy appears as a submis- 
sion for the record.] 

Senator Grassley, you have worked with me a long time on these 
things. 

OPENING STATEMENT OF HON. CHUCK GRASSLEY, A U.S. 

SENATOR FROM THE STATE OF IOWA 

Senator Grassley. I have a longer statement I will put in the 
record. I have some things, though, I want to say right now. 

First of all, this is a very important hearing, Mr. Chairman, so 
thank you. And since patents and our patent system are a very sig- 
nificant component of our American tradition of invention and in- 
novation, we have got to make sure that it does not get harmed. 
And it is being harmed because the innovation and creativity that 
patents are supposed to protect are being threatened by purposely 
evasive and deceptive blanket demand letters and abusive litiga- 
tion practices. 

There has been an increase of 62 percent of all patent lawsuits 
filed in 2012 under patent assertion entities; 92 percent of these 
lose merit judgments. The bottom line is that patent litigation 
abuse imposes high costs on American businesses, wastes precious 
resources that ought to be used for research, development, job cre- 
ation, economic growth. 

The phenomenon of trolls has hit companies all over the country. 
I had a meeting on this with a lot of business interests in western 
Iowa, in Council Bluffs, where we heard stories. Then, in the mean- 
time, I received a lot of letters. One letter, I have one long quote 
I want to refer to. 

“Fighting frivolous and burdensome patent lawsuits threatened 
and filed by patent trolls is an extremely expensive distraction for 
a large cross-section of Iowa businesses. Rather than focus their ef- 
forts on important economic development catalysts such as innova- 
tion, job creation, and business growth, entrepreneurs and business 
owners from all industries and sizes are more frequently finding 
themselves diverting valuable attention and limited resources to 
defending expensive and unnecessary legal threats by patent trolls. 
Indeed, businesses, everyday lowans, and Iowa’s economy as a 
whole are adversely affected by the trolls’ seemingly endless bar- 
rage of legal threats and frivolous suits. The trolls’ misguided and 
unbridled mischief unnecessarily drives up costs that are, in part, 
passed on to Iowa’s hardworking families and consumers.” 

I have another quote here that I am not going to give from 
BettrLife in Urbandale; another quote from Kinze Manufacturing. 
Maybe an important part of that quote would be to say that these 
trolls’ experience has left a lasting impact .... “Contract negotia- 
tions with suppliers and service providers now routinely include al- 
location of liability in the event of patent trolling. These negotia- 
tions require additional resources and delay research, development, 
and production of new products.” That is a partial quote, but just 
to show you that a small convenience store — well, a big conven- 
ience store in my — I mean, they have lots of stores throughout 
Iowa, Kum & Go, they talk about problems for their business. You 
know, people would not anticipate that when you got into these 
patent issues that a convenience store would be involved. 
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So this is very important, Mr. Chairman, and I have still got a 
longer statement to put in the record, hut this gives you an idea 
of where I am coming from. 

[The prepared statement of Senator Grassley appears as a sub- 
mission for the record.] 

Chairman Leahy. Well, I think there is a strong feeling and a 
bipartisan feeling on this question of trolls, and I am glad that 
John Dwyer, who is the president and CEO of the largest credit 
union in Vermont, the Williston-based New England Federal Credit 
Union, is with us. He joined the credit union in 1987. He has held 
a variety of positions. He has served in his current role since 2010. 
He also serves on the Association of Vermont Credit Unions’ Gov- 
ernmental Affairs Committee. He also served on the boards of the 
Greater Burlington YMCA, which is really a treasure in that 
area — it is something also strongly supported by my wife’s family, 
too — and the Lake Champlain Regional Chamber of Commerce. He 
received his bachelor’s degree from the University of Vermont, his 
MBA from RPI. 

Mr. Dwyer, glad to have you here. Please go ahead. We are going 
to hear from each of the witnesses. Then we will open it up to ques- 
tions. 

STATEMENT OF JOHN DWYER, PRESIDENT AND CHIEF EXECU- 
TIVE OFFICER, NEW ENGLAND FEDERAL CREDIT UNION, 

WILLISTON, VERMONT, ON BEHALF OF THE NATIONAL 

CREDIT UNION ASSOCIATION 

Mr. Dwyer. Thank you, Mr. Chairman. 

Mr. Chairman, Senator Grassley, and Members of the Com- 
mittee, good morning. Thank you for inviting me to testify today. 
As the Senator said, my name is John Dwyer. I am the president 
of the New England Federal Credit Union. We are known as 
NEFCU in Vermont. I am testifying today on behalf of the Credit 
Union National Association representing nearly 90 percent of 
America’s 6,800 credit unions. State and federally chartered, and 
their 98 million members. 

My testimony today will bring light to how patent trolls are tar- 
geting small credit unions across the country with demand letters 
and provide support for reforms that will offer some measure of re- 
lief for credit unions. 

My credit union received a demand letter in June 2012 from a 
non-practicing entity whose only assets are a portfolio of highly 
questionable patents and claimed infringement without, we believe, 
having performed a proper investigation into whether NEFCU was, 
in fact, violating any of its patent claims. For the purpose of my 
testimony, I will refer to this entity as a “patent troll.” 

The demand letter was vague, misleading, and lacking in critical 
information. It broadly referenced patent claims that I have since 
learned have been canceled by the Federal Circuit. Moreover, the 
demand letter did not specifically identify what my credit union 
had allegedly done wrong. 

For the record, my credit union has 23 ATMs used strictly for 
traditional banking transactions. The demand letter failed to iden- 
tify any specific NEFCU ATM or indicate how NEFCU infringed 
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any specific claim. NEFCU has no attorney on staff, so we hired 
an attorney to help us with a reply. 

The patent troll sent another demand letter a few months later, 
making all the same mistakes as were in the first letter, and not 
acknowledging our initial reply. My credit union is now in litiga- 
tion with this patent troll. Therefore, there could be some questions 
this morning that I am unable to answer. 

We soon learned our experience with this patent troll was not 
unique. In fact, the same demand letter was sent to almost every 
credit union in Vermont, including one without any ATMs. While 
we believe this patent troll must be stopped, unfortunately no end 
is in sight. In fact, as recently as this past September, this patent 
troll moved on to target small banks in Ohio and Pennsylvania. 
And while the vague allegations and invalid patents in a demand 
letter remain the same, the patent troll is now demanding $2,000 
per ATM, and a couple months later, following up on that letter 
with an increased demand of $5,000 per ATM. 

Reform and relief are desperately needed. Credit unions believe 
that true reform and meaningful relief will start at the beginning — 
the demand letter. These demand letter-writing campaigns work 
because patent trolls know that for a small credit union, an early 
settlement is much cheaper than a fight. Just to pick up the phone 
to consult with a patent attorney to determine the validity of the 
demand letter’s claim and evaluate the demand costs tens of thou- 
sands of dollars. 

Chairman Leahy, we support your legislation to address the 
problem of unfair and deceptive demand letters. At a minimum, de- 
mand letters should require specific information to the end user — 
in this case, me — such as a detailed description of each patent al- 
legedly infringed and a detailed description of which product or fea- 
ture is infringed, including names, model numbers, and how the 
claim corresponds to functionality. 

We also support your bill’s role for the Federal Trade Commis- 
sion as an enforcement agency and encourage the addition of rule- 
making to ensure that enforcement tools can evolve as patent trolls 
continuously modify their tactics. 

Because information is key, if credit unions have any hope for 
dealing with demand letters, we also support the creation of a reg- 
istry. A patent troll that sends more than 10 demand letters in a 
year should be required to enter all letters into the registry that 
would be publicly available and maintained by a federal agency. 

Chairman Leahy, we also believe that your bill’s language ad- 
dressing customer stay exceptions could be very helpful in some 
circumstances. Unfortunately, most vendors have taken the posi- 
tion that small credit unions are on their own, disclaiming indem- 
nification in connection with patent claims. Perhaps with stronger 
customer stay exception language, more vendors would step in to 
defend their end users against frivolous litigation. We encourage 
the addition of more end-user protections to assist those, like us, 
who do not have the resources or the market power to receive nec- 
essary assurances and indemnities from vendors. 

Other proposed reforms will help credit unions as well. For ex- 
ample, Senator Grassley’s bill to require heightened pleading 
standards and fee shifting will make a patent troll think twice 
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about harassing credit unions across the country with the same 
vague demand letter. 

In conclusion, without relief, small credit unions everywhere will 
just have to cross their fingers and hope they do not receive a de- 
mand letter like we did. Addressing demand letters will develop a 
strong foundation for meaningful reform to curb patent trolls. 

Thank you. 

[The prepared statement of Mr. Dwyer appears as a submission 
for the record.] 

Chairman Leahy. Thank you, Mr. Dwyer. 

Michael Makin is the president and CEO of the Printing Indus- 
tries of America, a position he has held since 2002. He is also fa- 
miliar with my own background as a son of printers. He is origi- 
nally from Montreal. He formerly served as president of the Cana- 
dian Printing Industries Association. He has a degree in journalism 
from Carlton University in Ottawa and an MBA from the Univer- 
sity of Phoenix. 

Mr. Makin, good to see you again. Please go ahead, sir. 

STATEMENT OF MICHAEL MAKIN, PRESIDENT AND CHIEF EX- 
ECUTIVE OFFICER, PRINTING INDUSTRIES OF AMERICA, 

SEWICKLEY, PENNSYLVANIA 

Mr. Makin. Thank you very much, Mr. Chairman and Ranking 
Member Grassley. It is indeed a privilege to address the Members 
of the Senate Judiciary Committee on a topic that is very near and 
dear to printers all across America. It is also an honor to speak on 
behalf of the largest graphic arts trade association, along with its 
affiliates from coast to coast. 

If ever there was an industry that typified small business in the 
country, it is the printing industry. There are more than 30,000 
printing plants all across the Nation in virtually every town and 
city. Our industry is predominantly a family owned industry with 
80 percent of companies employing fewer than 20 employees. In the 
aggregate, 800,000 Americans earn their livelihood through print- 
ing. 

The roots of our industry date back hundreds of years, yet its 
modern face is high-tech and innovative. It must be in order to sur- 
vive. Today’s print marketplace is all about using an innovative 
cross-media mix to drive the economy. 

Unfortunately, we are also an industry that has attracted the at- 
tention of patent assertion entities or “patent trolls.” We believe 
this is the case because we are, in fact, small businesses and vul- 
nerable to predatory legal actions which threaten our very viability. 

Prior to 2013, it was unheard of for printing companies to be ac- 
cused of patent infringement. This is no longer the case. Currently 
we know of at least eight patent trolls that are seeking licensing 
fees from printers or threatening costly litigation. For small print- 
ers, especially, this is often their first experience with patent law 
and civil litigation, not to mention trolling. And they are astounded 
by the thuggish actions of these enterprises and the dollar figures 
associated with their demand letters. 

One extortive letter issued to a Kansas printer with just 40 em- 
ployees demanded $75,000 in licensing fees. If they did not pay 
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within two weeks, that would go up to $95,000. This is reprehen- 
sible. 

Needless to say, threats of litigation are intimidating and place 
undue stress on an industry already struggling with low profits 
and challenging demand. Our average printers are forced to spend 
anywhere between $10,000 to $15,000 just to hire lawyers initially 
to protect themselves. One of our members in Colorado reports that 
he literally is bogged down under a stack of patent claim charts, 
and his business has had to take the back seat. This is a very com- 
mon story all across America. 

Keep in mind, Mr. Chairman, that patent trolls do not innovate, 
they do not promote economic growth, they do not contribute to the 
good of education or scientific research. Most importantly, patent 
trolls do not create jobs. Our businesses do. And yet their actions 
threaten job creation. They hinder entrepreneurship and, most 
frighteningly, intimidate hard-working Americans for standing up 
for their rights. I have heard from dozens of companies who are 
even afraid to share their experiences for fear of retribution. 

In my written statement, I have included a chart that details the 
known patent infringement actions against the printing industry. 
Some of the technologies involved include: 

Computer-to-plate work flow, which is a ubiquitous process that 
has been used in printing plants for more than 15 years; 

Web-to-print ordering and inventory systems used in our indus- 
try, and countless others; 

And quick response codes used in advertising mail, magazines, 
and other printed material. 

I cite these examples. Senators, because I can assure you, if you 
were to ask small printers in the States you represent, the vast 
majority would tell you that they consider using the above tech- 
nologies as essential to their business. That they now even fear 
being competitive because of patent trolls who have no intellectual 
or innovative skin in the game is also reprehensible in our view. 

Our overriding position is that legislation should demystify the 
patent process for end users like small printing companies so that 
their burden can be minimized and their solutions less costly. A 
number of reforms are critical. Cracking down on the deceptive be- 
havior that accompanies bad-faith demand letters is one example, 
and kudos to Senators Leahy and Lee for this provision. Reforming 
the system to include heightened pleading requirements to increase 
transparency, as promoted by Senator Cornyn. Allowing businesses 
threatened by similar suits to pool resources through an expanded 
permanent CBM review. Thank you. Senator Schumer. And adopt- 
ing fee-shifting strategies, as supported by Senators Hatch, 
Cornyn, and Grassley, to deter frivolity within the patent system 
and to require trolls to put their money where their threatening 
mouths are. 

To conclude, Mr. Chairman, without a doubt, both small business 
and innovation drive the spirit of our economy and the Nation, and 
both equally deserve to be protected from abusive patent trolls. We 
believe that a common-sense, practical solution that protects all 
users of the patent system is indeed possible. But time is of the es- 
sence. The longer we wait, the longer we will expose innocent com- 
panies to the peril of trolls, which flies in the very face of entrepre- 
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neurship and fair play. We urge the Committee to take definitive 
and bold action. 

Thank you very much. 

[The prepared statement of Mr. Makin appears as a submission 
for the record.] 

Chairman Leahy. Thank you very much. 

I should also note we have received a number of written submis- 
sions for the record, and without objection, they will be included in 
the record. The staff will work out the appropriate place. 

[The information referred to appears as submissions for the 
record.] 

Chairman Leahy. Dana Rao is the vice president of intellectual 
property and litigation at Adobe. He oversees all aspects of intellec- 
tual property and litigation matters. Prior to joining Adobe, he 
spent 11 years as associate general counsel of Microsoft where he 
worked on patent-related matters. He has his undergraduate de- 
gree from Villanova and his law degree from George Washington 
here in Washington, D.C. 

Please go ahead, sir. 

STATEMENT OF DANA RAO, VICE PRESIDENT AND ASSOCIATE 

GENERAL COUNSEL OF INTELLECTUAL PROPERTY AND 

LITIGATION, ADOBE SYSTEMS, INC., SAN JOSE, CALIFORNIA 

Mr. Rao. Thank you. Mr. Chairman, Ranking Member Grassley, 
and other distinguished Members of the Committee, thank you for 
inviting me to testify on this important issue. I am appearing be- 
fore you on behalf of Adobe, and I oversee all aspects of our intel- 
lectual property and litigation matters. 

Adobe provides leading-edge software to consumers and career 
professionals like Photoshop and Acrobat. We are also a leading 
provider of digital marketing software, which provides software to 
retailers and Websites all throughout the world. Today Adobe em- 
ploys over 12,000 people and makes over $4.4 billion of revenue. 

With over 3,000 patents and applications, Adobe is a strong be- 
liever in the importance of the patent system to drive the innova- 
tion economy. The inventions of Adobe’s scientists represent gen- 
uine breakthroughs in 21st century technologies. With our prod- 
ucts, you can use a video of your face to animate a 3D figure. We 
can remove the blur from a photograph caused by your hand shake. 
And we can even predict the audience reaction to a blog you post 
before you post it, all through the magic of software. 

And we rely on our Nation’s patent system to protect these inno- 
vations and the investments we make and the jobs they create. 
Weakening patent protection from software would be shortsighted 
and would not help address the problem with patent trolls we are 
here to discuss today, as the House rightly decided in passing the 
Innovation Act with overwhelming bipartisan support. 

There is a problem with patent trolls and the patent system. 
Trolls are bad actors who are taking advantage of the asymmetric 
costs in patent litigation to extort settlements, and they are dra- 
matically increasing their activities. Before 2009, Adobe only had 
faced 19 suits in the history of its company. Today, this year, we 
have had over 20 lawsuits alone. 
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Nationally the picture is also darkening. In 2007, trolls had tar- 
geted 834 defendants. According to the GAO report, in 2011 this 
number quadrupled to over 3,000 defendants of patent troll litiga- 
tion. 

One study estimates that troll litigation is a $29 billion cost to 
our economy. And are start-up companies and entrepreneurs cele- 
brating this trend? Not at all. Fifty-five percent of these patent 
troll litigations are targeting companies that are making less than 
$10 million. And only a fraction of these patent troll proceeds end 
up in the hands of an inventor. This activity is not benefiting the 
small guy. It is harming the small guy and the big guy alike. 

The current patent litigation system is unbalanced in favor of 
trolls. Patent law has evolved to enable lawsuits to be filed with 
little diligence by the patent troll, high costs for the defendant, and 
no adverse consequences for a meritless suit. 

We are pleased that Chairman Leahy and Senator Lee have in- 
troduced legislation to address this problem. Taken together with 
other legislation by Senators Cornyn and Grassley and Senator 
Hatch, we believe we have the tools for the comprehensive bill that 
we need to address this problem. 

Strengthening patent laws’ fee-shifting provision will be the most 
effective tool we can use to address and disrupt the trolls’ business 
model. In one recent case against our company, a patent troll want- 
ed to settle with us before reaching the merits of the lawsuit. After 
making a series of diminishing settlement offers to us, they grant- 
ed us a covenant not to sue and settled for nothing, but only after 
Adobe had spent hundreds of thousands of dollars in defense costs. 
Pursuant to the existing fee-shifting standard in Section 285, we 
asked the court to make the patent troll pay. Regretfully, the court 
denied our motion, based on the belief that Section 285’s high 
standard was not met. 

This has to change. Section 285 needs to be amended so that fees 
in patent cases are appropriately shifted to the prevailing party un- 
less the non-prevailing party can show that they have a substan- 
tially justified position. If you bring a patent lawsuit, you should 
have a substantially justified position. If not, you are likely filing 
a meritless lawsuit. 

Fee shifting poses the only adverse consequence for the patent 
troll behavior. Without the risk of incurring shifted fees, trolls, who 
make no products and face no threat of a counterclaim, have noth- 
ing to lose. 

This business model will continue to grow and attract new inves- 
tors. We need to give the courts the clarity they need to fix this 
problem. 

We also need to ensure that we can reach the real parties in in- 
terest behind these litigations. Otherwise, trolls hiding behind shell 
companies will not face any adverse consequences from these shift- 
ed fees. A discretionary bond provision, as provided in Senator 
Hatch’s legislation, would effectively address this. 

Another important measure is Chairman Leahy and Senator 
Lee’s customer stay provision. Staying suits in favor of the manu- 
facturer’s case helps judicial economy and protects end users from 
unnecessary litigation. 



10 


Finally, we need to reform the patent litigation process. As a pol- 
icy matter, we believe Congress should create heightened stand- 
ards of quality throughout the patent litigation system to prevent 
abuse by trolls. Pleading reform and discovery reform are critically 
important to lower the costs of patent litigation for both plaintiffs 
and defendants. 

Troll litigation is a tax on innovation and innovators. We must 
address it by changing the economics of the system. I respectfully 
ask for this Committee’s help to end this burden on American busi- 
nesses. 

Thank you. 

[The prepared statement of Mr. Rao appears as a submission for 
the record.] 

Chairman Leahy. Thank you very much. 

Our next witness, the last one on this panel, is Philip Johnson, 
senior vice president and chief intellectual property counsel at 
Johnson & Johnson. He joined the company in 2000. Before that, 
he spent 27 years in private practice. He has extensive experience 
practicing patent law. He advised law makers serving on this Com- 
mittee and others on patent issues, including serving on a com- 
mittee of experts formed by the Director of the PTO to help imple- 
ment the Leahy-Smith America Invents Act. He has a bachelor’s 
degree from Bucknell and a law degree from Harvard. 

Mr. Johnson, welcome. Thank you for taking the time to be here. 

STATEMENT OF PHILIP S. JOHNSON, SENIOR VICE PRESIDENT 

AND CHIEF INTELLECTUAL PROPERTY COUNSEL, JOHNSON 

& JOHNSON, COALITION FOR 21ST CENTURY PATENT RE- 
FORM, NEW BRUNSWICK, NEW JERSEY 

Mr. Johnson. Thank you. Chairman Leahy, Ranking Member 
Senator Grassley, and distinguished members of the panel. I appre- 
ciate very much the opportunity to testify today on the subject of 
protecting innovation and small businesses while deterring troll 
abuse. I am testifying here today as a representative of the 21st 
Century Coalition for Patent Reform, 21C, the Steering Committee 
of which also includes General Electric, Procter & Gamble, Cater- 
pillar Tractor, Eli Lilly, and 3M. 

By our definition, troll abuse is the misuse of a court proceeding, 
or the threat thereof, to press specious patent claims or defenses 
for the sole purpose of coercing an opponent to settle the dispute 
to avoid otherwise inevitable litigation costs. This abuse can be per- 
petrated by any litigant, and while the effectiveness of the tactic 
will vary based on the party’s circumstances and means, the identi- 
fication of the abuser turns not on who the party is but, rather, on 
how they behave. 

The problem of patent litigation abuse is not new to the patent 
system, nor is it new to this Committee. You devoted a great deal 
of attention to the problem while developing the Leahy-Smith 
America Invents Act, and have already gone a long way toward giv- 
ing the courts and the Patent Office the tools they need to address 
the problem. 

But not everything that can be done has been done. One prom- 
ising proposal in S. 1720, the Leahy-Lee bill, cosponsored by Sen- 
ators Klobuchar and Whitehouse, would favor suits between pat- 
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entees and manufacturers of the allegedly infringing products over 
suits against customers. If drafted properly to automatically stay 
patent suits against off-the-shelf retailers and end users who are 
doing no more than using purchased products in the manner as in- 
structed, the troll business model of suing many customers, but 
never their suppliers, could become a thing of the past. 

The Leahy-Smith bill would also improve transparency of patent 
ownership, correct an error in the AIA relating to the estoppel to 
be applied in post-grant reviews, and properly direct the Patent Of- 
fice to follow the same claim construction rules as applied in the 
courts and the ITC. In addition, the Leahy-Lee bill proposes to 
stem the use of bad-faith demand letters by authorizing the FTC 
to treat them as unfair and deceptive trade practices. With further 
development to address preemption, free speech, and safe harbor 
issues, we see this as a promising approach for dealing with this 
aspect of the patent abuse problem. 

Until recently, I would have added to this list of remedies the 
modified attorney fees shifting proposals advanced by Senators 
Cornyn and Grassley in S. 1013 and Senator Hatch in S. 1612, but 
because the Supreme Court has recently agreed to hear two cases 
to address patent fee shifting. Congress should consider waiting for 
the Supreme Court to act in these cases before legislating on the 
subject. But whatever the Supreme Court decides, problems will re- 
main when plaintiffs are structured as shell corporations so they 
can bring specious suits knowing that they have insufficient assets 
to satisfy any fee awards that they might incur. Of the three ap- 
proaches suggested to address this aspect of the problem — joinder, 
bonding, or legal recourse against persons with a financial interest 
in the proceeds of the suit — our coalition favors the third. Treating 
this aspect of the problem as the collection problem that it is will 
preserve free access to the courts, not disrupt good-faith patent as- 
sertions, and be the most difficult for abusers to avoid. 

Other proposals relating to heightened pleading standards, man- 
datory stays, and the specifics of managing discovery in patent 
cases should be referred to the Federal Judicial Conference for fur- 
ther development. Particularly troubling is the proposal to impose 
mandatory discovery stays pending Markman rulings, leaving very 
little discretion, if any, to the courts as to what is right for each 
particular case. Such an approach would be an open invitation to 
copyists to enter the U.S. market safe in the knowledge that the 
patent actions brought against them will come to a virtual stand- 
still for an extra year or more while the parties wrangle over the 
meanings of patent claim terms. In the meantime, manufacturers’ 
market shares, and the jobs they support, will shrink as the in- 
fringement continues. 

Finally, especially now that the Supreme Court has agreed to 
hear an overall challenge to the patentability of computer-imple- 
mented inventions, 2 1C believes it would be best not to adopt Sen- 
ator Schumer’s proposals in S. 866 to expand and extend the tran- 
sitional program for financial sector business method patents. 

The innovation ecosystem in this country is extremely sensitive 
to changes in our patent system. With the help of this Committee, 
our country has come a long way by enacting the AIA and the pilot 
patent courts bill. Let us move forward with remedies that are 
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sharply focused on abusive behaviors, while exercising restraint as 
to those which may have broader ramifications on the innovation 
community and our economy as a whole. 

Thank you very much. 

[The prepared statement of Mr. Johnson appears as a submission 
for the record.] 

Chairman Leahy. Thank you. 

I want to start with my questions. We have got a lot of people 
here, so we will try to keep on schedule. 

I would also note that Senator Cornyn, as the Deputy Republican 
Leader of the Senate, may have to be leaving here at some point 
for a leadership meeting, which I understand he has worked very, 
very hard on this subject, and we will make sure both his state- 
ment and his questions will be in the record. And to the extent 
there are questions of members of the panel, I would urge them to 
answer them as quickly as they could. 

Senator Cornyn. Thank you, Mr. Chairman. If I could just beg 
your indulgence a moment and thank the witnesses and the Chair- 
man and the Ranking Member for taking up this important matter. 

I would also like to note Harry Wolin from AMD from Austin, 
Texas, which is my home town, is here as a witness, and I have 
had a chance to thank him for his participation. 

Thank you for your indulgence. 

Chairman Leahy. We are delighted he is here, and I appreciate 
your helping to arrange that. 

[The prepared statement of Senator Cornyn appears as a submis- 
sion to the record.] 

Chairman Leahy. Mr. Dwyer, let me ask you about your testi- 
mony about these abusive demand letters. I am hearing about this 
issue from a number of different businesses in Vermont and, of 
course, from across the country. The legislation Senator Lee and I 
introduced targets those abuses by saying that it is a deceptive 
trade practice to send these misleading letters. But, of course, we 
also want to be able to distinguish such letters from legitimate li- 
censing inquiries. 

Give me some examples of how demand letters that you found 
could be misleading or predatory or sent without any reasonable 
due diligence. 

Mr. Dwyer. Thank you, Mr. Chairman. I think the best way to 
frame that is that a person in my position, whether they are run- 
ning a credit union or any other small business, when they receive 
a demand letter, they are in the immediate position of trying to un- 
derstand what the claim is. What is the basis for the claim that 
the entity is infringing? What is the patent that is associated? 
What is the terminology in the patent? A letter should put the per- 
son who is receiving it in the best possible position to understand 
where we sit and not have to spend a lot of time and resources hir- 
ing somebody, in effect, to look up patent numbers, to try to under- 
stand what the context of those patents is, what the content of 
those patents is, and really evaluate whether your organization 
would be infringing on that. We think that is reasonable. I think 
it is reasonable to expect that that information would be provided 
in a basic demand letter. 
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Chairman Leahy. I have had some people tell me they get this 
demand letter, and they try to find where it comes from, and the 
best they can do is trace it back to a mailbox somewhere or a shell 
company. My measure, which would ensure that current ownership 
information for a patent be listed on file with the Patent Office, 
would that help some of these concerns? 

Mr. Dwyer. It would certainly help. To understand the true — you 
know, the ownership structure behind — in most cases, the letter is 
going to come from an attorney, so who is the entity that is work- 
ing with that attorney. To be able to understand that from day one 
in terms of when you receive the letter would be very helpful. 

I work in financial services, and obviously financial services is 
arguably one of the most transparent companies or industries that 
exists. 

Chairman Leahy. If you send something out, the people have to 
know where it came from. 

Mr. Dwyer. Right. We need to tell our customers, we need to tell 
our members, what the basis is for almost everything we do with 
them, and that is the way it should be. When I get a letter claim- 
ing that I am infringing and referencing a patent, it would cer- 
tainly be helpful to understand the clarity around why we would 
be — or why they think we are infringing. 

Chairman Leahy. And, Mr. Makin, I see these entities targeting 
the users of a product, not the manufacturer who made the prod- 
uct. My parents, as you know, as we have discussed before, had a 
small printing business, the Leahy Press, which is a venture they 
sold when they retired, but it is still operating in Montpelier, 
Vermont. But we certainly did not keep a patent attorney on staff, 
and I cannot think of many printing businesses that would, cer- 
tainly not of the type you are talking about. I would think the man- 
ufacturer who made the product is in the best position to litigate. 

Have your members experienced this problem of being targeted 
for products just because they are using them? 

Mr. Makin. Absolutely, Mr. Chairman. It is the most frightening 
component of the patent issue because innocent companies — small 
printers, small American printers that employ, you know, 20, 30, 
40 people, are being harassed by these entities claiming that they 
have infringed something. Printers do not go to work every single 
day, ladies and gentlemen, assuming that they are going to have 
to be dealing with a patent issue. It is not even on their radar 
screen. They purchase technologies, they purchase software from 
multibillion-dollar companies assuming that the due diligence is 
undertaken by those entities. And so for them to be held hostage 
with these shell letters is very intimidating, and it is reprehensible. 

We are all about protecting innovation in America, Mr. Chair- 
man, but that does not mean that small businesses have to be pur- 
sued in a very predatory, very threatening way, and it needs to 
change. And we are very pleased to see some of the provisions that 
you and your colleagues have introduced. 

Chairman Leahy. Thank you. I have other questions that I will 
submit for the record for the next two witnesses because their testi- 
mony has been extremely helpful, and some of these follow-up 
things will be even more important. 
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[The questions of Chairman Leahy appear as submissions for the 
record.] 

Senator Leahy. I will try to set an example with everybody here, 
and I will stop at this point and yield to the Ranking Member. 

Senator Grassley. Mr. Rao, you made clear that since you have 
so many patents, defending against infringers is a top priority for 
Adobe. Now, I want to say what a lot of people say would be bad 
if we went in the direction of some of this legislation. Some patent 
holders are concerned that proposals to heighten pleading require- 
ments restrict discovery, institute fee shifting, that would hamper 
the ability of small inventors and other legitimate patent holders 
to enforce their patent rights. 

I want to know your opinion, if you believe these concerns are 
justified. 

Mr. Rao. Thank you. Senator Grassley, for the question. The pro- 
visions you just mentioned are designed to limit the troll abuse be- 
havior that we are seeing today and we have talked about, and so 
I will just start by saying that, you know, as I mentioned in my 
oral testimony, 55 percent of these patent troll litigations are being 
targeted against small businesses. So reducing patent troll litiga- 
tion will help small businesses and entrepreneurs and small 
innovators, first of all. 

And, second, the reforms that you are talking about, the pleading 
reform and the fee-shifting reform, these will have beneficial as- 
pects for many people who are trying to enforce patents. Fee shift- 
ing, I will note, also has — can have — a positive impact for the per- 
son trying to bring the patent. First of all, getting fees in other 
areas of law where fee shifting is allowed enables a small company 
to retain a contingency fee lawyer because the fees are very attrac- 
tive. The millions of dollars in defense costs that can be won by a 
plaintiff in a fee-shifting case can be used in case the damages are 
small. So fee shifting can actually work in favor of the plaintiff. 

The other point in Senator Hatch’s fee-shifting standard — for ex- 
ample, he also has the conduct of the party as a factor for fee shift- 
ing. So one of the problems small inventors have when they bring 
lawsuits is that the defendants engage in dilatory tactics and they 
have discretion, and they are not going to shift the fees. All they 
have to do is look at that provision. 

The discovery aspects of the heightened pleading and the case 
management, one of the other ways the defendant can use litiga- 
tion tactics to defeat a small inventor is by dragging out the case 
and making it very expensive. So these discovery provisions that 
you have mentioned in these bills, they can actually lower the over- 
all costs of the case for both the plaintiff and the defendant. This 
allows the plaintiff to get to the merits of the case sooner. The fast- 
er they get their claim construction, the sooner we are going to un- 
derstand what the patent is about, and then they can start getting 
settlements. So these provisions actually help both sides. 

Senator Grassley. I am going to ask a question of Mr. Makin 
and Mr. Dwyer. I know that in general you would like to see patent 
troll abusers stopped before any litigation actually commences, be- 
cause it is risky and costly to engage in that litigation. However, 
do you believe that the proposals to strengthen pleading require- 
ments, institute fee shifting, and impose some discovery limitations 
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could have a beneficial impact in discouraging frivolous demand 
letters and reducing litigation, extortion, and abusive practices? 
And do you think that these reforms can make a positive dif- 
ference? Mr. Makin and then Mr. Dwyer, and then that will have 
to be my last question. 

Mr. Makin. Thank you very much. Senator Grassley. We abso- 
lutely support the measures that you have introduced. We do be- 
lieve they will curb the activity. 

Again, I stress that we need to have a balance in the system that 
preserves innovation but also does not hinder the growth of jobs in 
this country, which is the small business community. No printer is 
going to go out of their way to purposely infringe upon an issue. 
So all of the measures — heightened pleading, the fee shifting — they 
all make it more difficult for these vile creatures underneath the 
bridge to do the things that they are doing. It stops them from 
doing that. We are not against people having the ability to protect 
legitimate innovation in this country. What we are against is com- 
panies that purchase antiquated patents for the sole purpose of ex- 
torting money from small business. That is anti-American, and it 
is just wrong. 

Senator Grassley. Mr. Dwyer, whatever you have to add. 

Mr. Dwyer. I would be happy to add to that. Senator. I think it 
is important to state on behalf of CUNA and, arguably, all financial 
services companies that if part of the result of legislation is to add 
to the cost for the side — in this case, the plaintiff, that plaintiff 
then has to really think through the complete process, not just the 
ability to send a letter, which costs a buck, but all of the costs that 
can be the result of what happens when they go forward with liti- 
gation. So we are supportive of steps that are put in place to en- 
sure that there is more balance. I think balance is an important 
word in this context. 

Thank you. 

Senator Grassley. Thank you. Madam Chairman. 

Senator Feinstein [presiding]. Thank you very much. 

Senator Coons, you are next. 

Senator Coons. Thank you. Senator Feinstein, and I want to 
thank Chairman Leahy for holding this important hearing and to 
the witnesses for sharing your experience with us today. As some 
of you know, I was in-house counsel for eight years to a materials- 
based science company that relied very critically on its patent port- 
folio for its growth and its ongoing innovation. 

The patent system in our country offers a basic trade-off to in- 
ventors: Share with the world your greatest discoveries, and you 
get a right to exclude others from practicing that for a limited pe- 
riod of time. In fact, this is enshrined in our Constitution in Article 
I, Section 8. It is a very important foundational idea that has led 
to entrepreneurship and innovation in our country. And for many 
sectors of our economy, patent protections are absolutely critical to 
promoting innovation, and I think the title of today’s hearing sug- 
gests two complementary goals, as you have stated: that we want 
to limit patent troll abuse while also protecting small business and 
promoting innovation. 

From individual inventors who are just trying to solve everyday 
problems to those who are discovering new pharmaceuticals or 
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medical devices, certain companies and, indeed, whole industries, 
rely on our patent system to attract investors and to create jobs. 

And if intellectual property rights are to have any meaning, they 
have to be enforceable. That means giving valid patent owners suf- 
ficient access to the courts to deliver justice when they need it, 
whether through injunctions or litigation. 

But in different sectors, patents play different roles. For other 
sectors, some companies value secrecy over the right to exclude, so 
they choose trade secret protection over patents, for example. Other 
companies value speed to market, and so the long time required for 
quality patent issuance means they do not choose to pursue pat- 
ents. 

Ultimately, unfortunately, as you have described in detail, our 
system has been subject to some abuse. Baseless demand letters 
and frivolous lawsuits have harmed innocent end users and added 
little value to our innovation economy. 

Our task, I think, is clear but not easy, which is to provide relief 
to small businesses and start-ups that are innocent end users with- 
out weakening the economic value of U.S. patents, and I would like 
to thank Mr. Dwyer and Mr. Makin for giving some examples from 
credit unions and from printers. 

In my view, strengthening the American patent system begins 
with ensuring that we provide full funding for the Patent and 
Trademark Office and for the federal courts to ensure, as Mr. John- 
son suggested, that the judiciary is able to play its appropriate role 
in managing litigation and to ensure that the patents that are 
being enforced are sound and solid rather than the lesser-quality 
ones that were referred to by Mr. Makin. 

In my view, we are just beginning now to see the impact of the 
Leahy-Smith America Invents Act, which has a number of provi- 
sions designed to increase patent quality, not least among them 
pre-issuance submissions, post-grant reviews, inter partes reviews, 
and the transitional program for CBM, or covered business method, 
patents. Each of these programs creates new hurdles for patent ap- 
plicants and patent holders, and our hope is that, in return, we will 
have higher patent quality in the market. 

So as we consider the proposals before us, I think we need to un- 
derstand the impact of these changes of the law, which was really 
recently enacted and is only newly having an impact on the patent 
system. 

Let me, if I might, turn to some questions. Mr. Johnson, you of 
the panel offered an interesting definition of a patent troll, which 
I think is an important thing for us to focus on. You focused on dis- 
tinguishing a troll from a valid patent owner based on their behav- 
ior, on their litigation behavior, which also implies that there are 
valid patent owners who also pursue patent litigation and that we 
are at some risk if we do not correctly distinguish between them. 

Our current patent laws protect against infringement by compa- 
nies that make, use, or sell infringing products, and so our court 
challenges protecting the innocent end user without destroying that 
right. 

How do you suggest, Mr. Johnson, that we draw a line between 
innocent end users and companies that are profiting from the use 
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and sale of infringing products in a way that does not hurt innova- 
tion but defends the truly innocent end user? 

Mr. Johnson. Well, you are absolutely right. There is a fine line 
between someone who is zealously advocating a position on behalf 
of their client, believing that the patent is infringed, and one who 
crosses that line and overadvocates. But that line can be crossed 
by defendants as well as plaintiffs. Large, well-heeled companies 
faced with a small business trying to enforce a foundational patent 
against them can press defenses, take unending appeals, and also 
engage in behavior that I believe is abusive. 

So we have to look at the merits of the behavior. Unfortunately 
it is not as easy as categorizing people by who they are or what 
their business structure is. We have to look at what they are actu- 
ally doing, which is why the fee-shifting approach has some strong 
advantages, because fee shifting only kicks in after the case is over 
and you know and the judge knows whether or not the case was 
frivolous or not. 

Now, I do see the problem for some of the end users and small 
businesses who say that is a very expensive trip for us to go on in 
order to end up there. But certainly it will deter frivolous asser- 
tions to some degree, I think coupled with the customer stay provi- 
sions so that these actions do not proceed against the banks and 
the printers themselves but, rather, the manufacturers of the tech- 
nologies, because, after all, these end users are only using these 
products in the manner in which they were intended and as in- 
structed by the manufacturer. The real dispute should be between 
the patent owner and whoever is manufacturing the product and 
providing it with those instructions, not against the innocent end 
users. And so the customer stay provisions, I think, and end-user 
provisions are very important so that these cases can be consoli- 
dated and fought out where they ought to be. Those two things 
alone will go a long way toward helping this problem. 

Senator Coons. Thank you, Mr. Johnson. I look forward to hav- 
ing another round of questions. 

Chairman Leahy. And I appreciate your answer because it an- 
ticipated one of the questions I was going to ask you. Thank you 
very much. 

Senator Hatch. 

Senator Hatch. Well, thank you, Mr. Chairman. 

Mr. Chairman, I ask unanimous consent that we place in the 
record from the American Bankers Association, American Insur- 
ance Association, the Clearinghouse, Credit Union National Asso- 
ciation, Financial Services Roundtable, Independent Community 
Bankers of America, National Association of Federal Credit Unions, 
National Association of Mutual Insurance Companies, to mention 
a few, in the record at this point. 

Chairman Leahy. Without objection. Some of them may already 
be, but we will make sure 

Senator Hatch. I think they may be. 

Chairman Leahy. They will be. 

[The information referred to appears as a submission for the 
record.] 

Senator Hatch. Let me go to you, Mr. Rao. The idea of using 
mandatory fee shifting to discourage frivolous patent litigation is 
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not a new concept. In fact, Senator Leahy and I first introduced the 
proposal back in 2006 in that patent reform bill at that time. Our 
fee-shifting language, similar to the test used in current law, would 
require courts to award attorneys’ fees to the prevailing party in 
cases where the non-prevailing party’s legal position was not sub- 
stantially justified. 

The House of Representatives recently passed its own patent bill 
by a bipartisan vote of 325-91, which includes a fee-shifting provi- 
sion similar to the 2006 Hatch-Leahy or Leahy-Hatch language in 
my bill, the Patent Litigation Integrity Act. 

Now, you stated in your written testimony that the standard for 
fee shifting in current law is too high. In your experience, why 
would changing the legal standard in the Patent Act make fee shift- 
ing a more reasonable option in patent cases and do more to ad- 
dress the threat of patent trolls? 

Mr. Rao. Thank you for the question. In one recent case we just 
had, a patent troll was suing Adobe, and when we were approach- 
ing the merits, approaching claim construction, the patent troll 
said, “I do not want to have my patent examined, so I am walking 
away,” gave us a covenant not to sue, and it was settled for noth- 
ing. 

Unfortunately, as I mentioned earlier, we had already spent hun- 
dreds of thousands of dollars at that point defending ourselves, and 
we moved for fees. Under the current fee-shifting standard, you 
have to show that the case was exceptional, so that they had to 
have an objectively unreasonable position. 

Well, the court found that since they had not gotten to the merits 
of the case because the patent troll walked away before they got 
to the merits of the case, they could not find exceptionality, so no 
fees were shifted. 

Under your language, where the prevailing party would get the 
fees, unless the non-prevailing party could show substantial jus- 
tification, in that case we were the prevailing party — right? The 
patent troll walked away from the lawsuits — we would have gotten 
the fee shifted, and the money would have moved over and the pat- 
ent troll would have had to pay those fees. The patent troll could 
not contest that because they did not get to the merits, so they 
would not be able to show that they had a substantial justification 
in their position. 

So in that case, this is a perfect example of ensuring that people 
who have got meritorious patent claims are going to be protected, 
but if they do not have meritorious patent claims, they are not 
going to be protected, and the new standard that is articulated in 
fiiese various bills would protect us in that situation. 

Senator Hatch. Well, thank you. Many patent trolls are shell 
companies with few or no assets, and any court-ordered award still 
leaves defendants holding the bag. In my view, fee shifting without 
the option to seek a bond is like writing a check on an empty ac- 
count. You are purporting to convey something that is not, and to 
obtain a fee award against a judgment-proof troll, some have ar- 
gued for expanding the rules on joinder instead of bonding. 

How do you compare the House and Senate joinder proposals 
with the bonding provision I am advocating for in the bill that I 
have presented? 
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Mr. Rao. Well, first, I would absolutely agree with you that some 
manner of reaching the real party interest is critical to give life to 
fee shifting. If you are just awarding fees, the companies we are 
being sued by were set up two days before the lawsuit. They have 
a filing cabinet who is their CEO in a closet in Texas. There is 
nothing there. There is no money there. Getting a fee award 
against them is meaningless. So you need a way to reach the real 
party, the investors who are driving this problem. 

When we talk about the right way to approach it, we really think 
the bonding approach is the correct way. The problem with joinder 
is there are due process issues with bringing people into the case 
after the judgment. So you have to join these people, whoever they 
are, at the beginning of the case, or at least give them notice, and 
that means in every single case you have to notice everybody who 
might possibly be an interested party, even if you do not know if 
you need fee shifting. And then you have to give them the oppor- 
tunity to renounce their interest or engage in the process before 
you can join them. 

So you are either — you are going to have to set up a complicated 
process for the defendant to join these interested parties, which is 
going to be burdensome and expensive for the defendant, and they 
would have to do it in almost every case. 

The bonding procedure that you have outlined is much simpler. 
You have a hearing. The court has total discretion. They may order 
bond. And there are a bunch of factors the court has to look at be- 
fore they decide to order bond. And the factors that are outlined 
in your proposal protect the small inventor. They protect univer- 
sities, they protect people who have the ability to pay. So it is a 
hearing. Both sides would make the argument. The court decides 
if a bond is appropriate or not. And the courts are smart. They 
know what they are looking for in these situations. They know 
what a patent troll looks like. And if it is a small start-up that is 
entrepreneurial, they are not going to require a bond because they 
know it is going to burden their non-patent activities. 

But they look at that company, and they see it is Search Re- 
trieval, Incorporated, LLC, who has only been in existence for a 
week, they are going to say, you know, in this particular case we 
probably need a bond. And so that is why we think your bond pro- 
vision is much more effective. 

Senator Hatch. Well, thank you. 

Thanks, Mr. Chairman. 

Chairman Leahy. Thank you very much. 

Senator Hirono. 

Senator Hirono. Thank you, Mr. Chairman. 

I recognize that patent law is a very specialized area of the law, 
and it is very complicated, complex. So I want to be sure to under- 
stand the impact and potential unintended consequences of 
changes to the patent law. 

Mr. Johnson testified that the innovation ecosystem is very sen- 
sitive to changes we make to the patent law, so, you know, I want 
to understand what the impacts might be, and I certainly would 
want to hear the perspective of, for example, small universities 
that engage in this kind of research. I would like to hear from the 
entrepreneur, the small inventors, before we go forward in a big 
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way. And I am glad that the Chairman mentioned that what we 
are after is, of course, addressing the problem of the patent trolls. 
None of us support those kind of activities. I think, though, that — 
Mr. Chairman, I appreciate your saying that we would like to fash- 
ion a bill that is focused on the problem that we are seeking to ad- 
dress. 

Mr. Dwyer, you testified that you support the bill’s provisions re- 
lating to the FTC being empowered to pursue — to be engaged in 
getting after patent trolls, and also you support the disclosures and 
demand letters, et cetera. Do you think that it would be a good 
idea to also empower State Attorneys General to also be able to en- 
force these kinds of provisions? 

Mr. Dwyer. Senator, honestly, I am not an attorney, and I do 
know that, obviously, in Vermont we have recently passed legisla- 
tion to provide Vermont companies defenses in the situation of a 
patent troll sending letters to Vermont companies. So with regard 
to what State Attorneys General can do to follow up, I think the 
real risk is that if this is handled on a State-by-State basis, it 
would add to the complexity that we are very much trapped in in 
terms of the patent law. 

Patent law is federal law. It is something that is decided by Con- 
gress. So for States to try to put in place enforcement capacity or 
for a State’s Attorney General to do so, they are oftentimes working 
in situations where the case is in federal court so that it may not 
be as — there may not be as much capacity. 

With regard to the FTC and the regulatory authority, CUNA is 
supportive of that. It is fair to say that whatever — if there is legis- 
lation passed, that the tactics that are utilized by some of the peo- 
ple and some of the entities we are discussing will be modified, and 
they will work within the legislation that is passed. And so for FTC 
to have the authority or the rulemaking authority on a limited 
basis, very structured perhaps, but to be able to adapt to those 
changes could assist companies like mine from having to come back 
and see you again, perhaps. 

Senator Hirono. I was going to ask you, Mr. Dwyer, this ques- 
tion, because you noted in your testimony that perhaps a manda- 
tory joinder would be a way to go. But you are not an attorney, so 
perhaps Mr. Johnson might want to respond to this, because the 
State provisions that we are contemplating only come into play if 
a manufacturer actually agrees to step in, and many of them may 
not want to get involved. And I do not know how this option of a 
manufacturer stepping in, therefore resulting in a mandatory stay 
of those proceedings on the end user, how that would help small 
businesses. But maybe a mandatory joinder would work better for 
small businesses. Mr. Johnson, would you like to opine? 

Mr. Johnson. Sure. The biggest problem with joinder is that you 
have to have venue in order to go forward with the proceeding. So 
someone who is so inclined can structure the assertion so that join- 
der of other parties will not be available in the jurisdiction that 
they choose, so it is easily avoided, which is why we do not prefer 
joinder. There are other issues that have been mentioned about the 
need for notice if you are going to collect from people, but I do not 
believe you need to join them in order to get that. 
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Senator Hirono. Since you are responding right now, Mr. John- 
son, are you aware of efforts within the judiciary and also in the 
Patent and Trademark Office to address some of the concerns that 
are being raised in today’s hearing? 

Mr. Johnson. Yes, I am. The Federal Judicial Conference is in 
the process of addressing many of the issues, especially relating to 
pleading, the pleading requirements, and also discovery, the 
asymmetries in discovery and the hest ways in which to efficiently 
manage discovery in patent cases and in other complex cases. And, 
in fact, there are advisory committee recommendations out that are 
currently going through the public hearing process. The comment 
period is open until February. This is the normal way that we man- 
age the court docket and court procedures, through the Federal Ju- 
dicial Conference process. 

Senator Hirono. I am running out of time so — well, it looks as 
though my time is up. So is it your view that because of the very 
sensitive nature of the innovation ecosystem, we should ask the ap- 
propriate questions and understand what the ramifications of what 
we are contemplating would be before we go forward in a rapid 
way? I will put it that way. 

Mr. Johnson. Absolutely. While we are focusing on one kind of 
case, the troll type of case here, there are hundreds or thousands 
of different kinds of cases involving different technologies, different 
plaintiffs, different businesses. And it is very dangerous to try to 
enact a one-size-fits-all-type approach, especially when it comes to 
procedures and other things. And the courts, fortunately, have the 
discretion under the rules to treat each case the way that is best 
for them. 

Senator Hirono. Thank you. 

Thank you, Mr. Chairman. 

Chairman Leahy. Thank you very much. 

Senator Lee. 

Senator Lee. Thank you, Mr. Chairman, and thank you, Mr. 
Chairman, for letting me work with you on this legislation, which 
I think is very important. And I want to thank all of our witnesses 
as well for coming. This has been informative. 

Mr. Johnson, let us pick up with you sort of where you left off. 
I am curious to know why you seem to believe that the courts, 
rather than Congress, should address these issues and why we 
might want to wait for the Supreme Court, for example, to address 
the issue in the Octane Fitness case and the Highmark case this 
year before we act? I mean, after all, they are interpreting law, and 
we make the law. So to the extent there is ambiguity in the law 
that is requiring them to address it, why couldn’t we or why 
shouldn’t we just address it on our own? 

Mr. Johnson. Well, you certainly could. The issue here is wheth- 
er the exceptional case standard has been interpreted too strictly 
by the Federal Circuit in its decisions, and the Supreme Court 
seems likely to reinterpret that in order to lower the standard for 
fee awards to hold that exceptional cases are more of the kinds of 
cases we have heard about. And if they do that. Congress may feel 
that it is not necessary to act in that way. It is not that Congress 
cannot or could not do that, but then by waiting for the Supreme 
Court to act, you will be able to decide whether the way that they 
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have acted is a better way to go forward than whatever legislation 
you may wish to write. 

Senator Lee. Right. But you would not disagree that we could 
also just decide that we want to clarify the issue on our own? 

Mr. Johnson. That is the way our government works, yes. 

Senator Lee. Mr. Rao, I wanted to address with you the argu- 
ment that some have been making that perhaps we need to give 
the AIA a chance to work, that, you know, it has been just a couple 
years since it was passed, and maybe the AIA can take care of 
many of these problems that we are trying to address through this 
legislation that we are talking about at this hearing today. What 
do you say in response to that? 

Mr. Rao. Well, the AIA has been enacted and some of the provi- 
sions have been enacted over a year ago, and a lot of what we are 
talking about today in terms of litigation reform and the fee-shift- 
ing standard were actually discussed during the AIA and decided — 
we did not move forward on them. So those issues were actually 
discussed, and we did not move forward on them, and the provi- 
sions we have in the AIA were there to address part of the problem 
but not all of the problem. 

Senator Lee. A different set of problems related specifically, 
more specifically, to litigation involving patents. 

Mr. Rao. That is right. And that is the topic we are here to dis- 
cuss today, is how do we rebalance the patent litigation system, 
which has really been untouched by Congress, to ensure this activ- 
ity that we have all been hearing about today is no longer economi- 
cal for these patent trolls. And that is the legislation today we will 
address. The AIA, which is really focused on harmonization and 
patent quality, is not going to address this patent troll industry. 

Senator Lee. And as you know, one of the litigation reform meas- 
ures that Chairman Leahy and I have included in this legislation 
deals with the customer problem, when the customer is sued, and 
allows for a stay to be issued in those circumstances. Can you just 
describe for me the kind of scenarios in which this might be of help 
to a company like yours? 

Mr. Rao. Sure. So as I mentioned, we sell enterprise software to 
retailers, retailers across the country. In one case, we have had to 
grant indemnification to 10 of our customers. They ended up in six 
different courts across the country. And so we filed declaratory 
judgment in one of those courts because we wanted to defend the 
product in one court. It makes it very expensive for a manufacturer 
to have to defend their customers all across the country, and it 
makes it — frankly, some manufacturers were reluctant to step in, 
which are some of the problems we have been hearing about today. 

So the ability to get a stay granted allows us to focus the re- 
sources on one place. It is good for judicial economy. Only one judge 
has to hear. It is the same patent, same product, the same validity 
issues, same infringement issues all being decided in one place. 
And then we can take that decision, and then all the other cases 
can leverage the information from that. 

So we really think it is helpful. It certainly would help Adobe in 
its cost management. But we do actually look at it as more of a 
case management issue as opposed to actually addressing the pat- 
ent troll economics that we have talked about today. 
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Senator Lee. And collateral estoppel would apply as to the issues 
in common. 

Mr. Rao. Correct. 

Senator Lee. Finally, what do you say to those who criticize this 
provision by saying there is a risk that defendants will collude — 
collude so as to put off the litigation, collude by agreeing to a stay 
where it might not be appropriate? 

Mr. Rao. Well, first I would say the provision is drafted very 
clearly to balance the patent holder, the manufacturer, and the 
customer’s interests. There are three parties who have interests 
here, and so in order to get the stay, the automatic stay, the cus- 
tomer and the manufacturer have to consent in writing. They have 
to agree to be bound by the issues. It has to be the same patent 
or product. And then the patent holder can get the stay lifted. They 
can move in the second action and say, look, this is not going to 
resolve a major issue, so the stay can be lifted. Or there is going 
to be some sort of manifest injustice or prejudice, and so the stay 
can be lifted. So there is protection built in there for the patent 
holder in case that sort of collusion occurs. 

I will say from an economic perspective, it is rare as a manufac- 
turer I am going to step into a case, spend my own money for 
something I am not actually liable for. 

Senator Lee. Fair point. Thank you very much. 

Thank you. Chairman. 

Chairman Leahy. Thank you very much. Senator Lee, and thank 
you — I thanked you before you came in, but I want to thank you 
personally for all your help in developing this legislation. 

Senator Feinstein. 

Senator Feinstein. Thank you very much, Mr. Chairman, and 
thank you for holding this hearing. The one thing that I find there 
is agreement on with the California constituency in this area is 
please have another hearing. And as you know better than anybody 
else, this is such a difficult, complicated arena that I have got uni- 
versities weighing in, and they want an opportunity to come to the 
table. And so I hope that there is another hearing. 

One of the things that I have found and that I am very concerned 
about is that the Patent Office, the Patent and Trademark Office, 
in 1990 was changed through a 69-percent user fee surcharge so 
that it became funded entirely through fees paid by its users. So 
it became independent from government largesse. 

So what has happened? By 1992, $886 million in fees that were 
paid for the operation of the Patent and Trademark Office had 
been diverted to other uses, and that has been a consistent thread. 

Now, the procurement of permanent office space for two new sat- 
ellite offices has been put on hold because of sequestration, and 
this is for an agency that receives no taxpayer funds. They are in 
Colorado and Texas. Detroit has gone ahead. And the office in San 
Jose, California, has only gone ahead because San Jose is picking 
up the charge along with California. And San Jose, the city, is pro- 
viding pro bono office space. It should not be that way. 

So it is my intention to introduce a bill that hopefully will be- 
come an amendment on one of these that will contain a provision 
that these patent fees cannot be diverted, that the Patent and 
Trademark Office should remain wholly self-supporting. And I hope 
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you, Mr. Chairman, will take that into consideration as you move 
your hill. 

I also wanted to go into this very convoluted process of joinder, 
which I hear a lot of different things about. A company with ana- 
lytics in San Diego told my office of a case where they were sued 
for infringement, and they actually managed to obtain an award of 
costs against the plaintiff for filing an unjustified action. However, 
the plaintiff had only $600 in their account. Now, if a separate in- 
terest like a hedge fund was financially backing the litigation, the 
proposed joinder reforms would have permitted this computer to 
seek recovery of the award against the backer. 

Now, a number of start-ups and small companies have criticized 
the reform as being drafted overly broadly, encompassing share- 
holders and investors. Language has been proposed, as I under- 
stand it, that would keep paragraph 11 of this part of Senator 
Cornyn’s bill, including an owner, co-owner, assignee, or exclusive 
licensee of a patent, but would replace the reference in paragraph 
13 which covers “any person with a direct financial interest in the 
outcome of the action” with a “third party providing funds for the 
litigation in return for an investment in the financial outcome but 
that has no other involvement in the litigation.” 

So my question to all of you is: Would this be an acceptable com- 
promise? Mr. Johnson, you are smiling. 

Mr. Johnson. Well, it is an interesting proposal, and we have al- 
ways felt that, rather than joinder, recourse is what is needed, and 
that the one way that you can get recourse is to go after the people 
who have a stake in the proceeds of the litigation. 

I am not sure I followed your substitution exactly, but it sounded 
like that is what you were after as well, and provided appropriate 
notice provisions were in place so that they knew that they were 
on the hook in the event that a fee award was not going to be satis- 
fied, I think you could overcome due process issues, which are al- 
ways a concern, and go after them. And I think that the result 
would likely be that when they put together these investment vehi- 
cles, they would assure that the plaintiff was funded at least 
enough to cover a fee award or they would take that into account. 
And so I do think that the parties would be able to collect the fees 
if that language could be worked out. 

Senator Feinstein. Could Mr. Rao just respond? 

Chairman Leahy. Sure. Mr. Rao. 

Senator Feinstein. Mr. Rao, would you respond? I would like to 
have your — I am not sure of it myself. That is why 

Mr. Rao. So as I understood the language, I think it said that 
instead of having a direct financial interest, third parties would 
be — could be joined to have no other interest in the litigation but 
were funding the litigation, I think is 

Senator Feinstein. That is correct. 

Mr. Rao. So I would worry a little bit about this idea that they 
have no other interest in the company. It seems fairly easy, then, 
for the patent troll backer to have some other — if this is the law, 
to say, oh, I have some other interest now, so I cannot be joined 
because I am really not this “no other interest” party. 

Senator Feinstein. Which I do not want to have happen. 
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Mr. Rao. Right, exactly. So that would he my concern with that 
approach. 

Again, I would say, if your start-ups and small companies are 
worried about being dragged unnecessarily, that Senator Hatch’s 
bonding provision actually explicitly removed them from somebody 
who might get a bond, and so we do not have a joinder issue, they 
would not be someone the court would attach a bond to because 
they have other activities unrelated to patent licensing or patent 
litigation, and then the bond might avoid all of this complication. 

Senator Feinstein. Thank you. 

Thank you, Mr. Chairman. 

Chairman Leahy. Thank you. 

Senator Flake. 

Senator Flake. Thank you, Mr. Chairman. 

Mr. Johnson, it seems that the root of the problem is vague and 
broad patents, some of which are close to expiration. The America 
Invents Act was designed to correct some of that and to improve the 
quality of these patents. 

How has that helped? Mr. Rao seemed to suggest that the Amer- 
ica Invents Act still will not get at some of these litigation issues? 
Do you share that view? Or has it been given time to work? And 
what can be done besides that? 

Mr. Johnson. Well, first of all, I do not know whether I agree 
with him, but I can say the America Invents Act established three 
new post-grant proceedings which are available to people, including 
people in litigation, if they start them in a timely manner, so they 
can take the patent back and challenge the patent in the Patent 
Office in an administrative proceeding. So the idea was indeed that 
you provide a lower-cost forum to bring some of these issues to 
bear, and perhaps that will result in the cancellation of any overly 
broad or invalid claims so that that will be cheaper and quicker 
than what would happen in court. 

That is especially true where there are issues of prior art in- 
volved, which there always are. But I do think that that is one way 
the America Invents Act will help. 

Of course, the real force of the America Invents Act is going to 
a first-inventor-to-file system with objective patentability require- 
ments and getting rid of secret prior art so that the Patent Office 
will be able to do a complete examination and do a better job at 
getting patents out that are truly enforceable. 

Senator Flake. Thank you. 

Chairman Leahy. Thank you very much. 

Senator Klobuchar. 

Senator Klobuchar. Thank you very much, Mr. Chairman. I am 
proud to cosponsor your bill and know that this is a really impor- 
tant issue in my State. We have many, many companies that are 
innovative, and it is one of the reasons our unemployment rate is 
down to 4.8 percent, the fact that we have invented things and 
make stuff and export to the world. In fact, at 3M, we actually 
have more patents than there are employees, so we like to say that 
we have a patent for each employee. 

I just met recently with about 30 patent lawyers — it was a lot 
of fun — ^back in my home State for over an hour, and we talked 
about this problem. And I thought one of the most startling statis- 
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tics was that last year 62 percent of all patent lawsuits were filed 
by patent trolls compared to 19 percent in 2006. So if that statistic 
does not hit home, I do not know what will. 

One of the most amazing stories I heard was a case that Smith’s 
Medical, which is a Minnesota medical device company, has 
brought against them for infusion pumps that they make to save 
the lives of patients, including premature babies. They were sued 
by a patent troll who is asserting a patent for a fuel delivery noz- 
zle, and the cover page of the patent has a diagram of a tractor- 
trailer on it. They have been forced to divert millions of dollars and 
R&D resources away from innovative new solutions and instead 
are defending against this lawsuit. So I love that example because 
it just shows how out of bounds this is. 

The American Intellectual Property Law Association estimates 
that the median litigation cost of a patent case is now $2.6 million, 
an amount that has increased by more than 70 percent since 2001. 
So that is why I am so glad that we are moving forward with these 
issues. 

Now, my first question would be of you, Mr. Johnson, that exam- 
ple I used. As a medical device manufacturer, how do you respond 
to these? How do you settle them? And I am especially interested — 
and this goes into the small-company issue about the stay that I 
know both the big and small companies are interested in, because 
the customer stay, I think, would help to do a better, more unified 
defense against these atrocious suits. Mr. Johnson? 

Mr. Johnson. Thank you. If you do not mind, I will not comment 
on the tractor-trailer patent because my company is a defend- 
ant — 

Senator Klobuchar. Oh, really? 

Mr. Johnson [continuing]. Because we also provide drugs that 
are infused into the human body, which is alleged to be a “con- 
tainer,” according to the plaintiff. So I will not comment on that. 

But I will say that the considerations involving suits brought by 
non-practicing entities against a company are quite different than 
when you are a manufacturing entity and you have built a market 
and you have products out there and then someone enters that 
market who infringes. When they enter the market, especially for 
a medical device type of product, you usually cannot get a prelimi- 
nary injunction because the public interest is to keep medical prod- 
ucts on the market, at least until it is proven that they are infring- 
ing. And so you are after, in that kind of case, as quick a resolution 
as you can, not only to stop the bleeding if they are taking your 
market share, but to collect lost profits and hopefully to get a per- 
manent injunction. 

Now, the provision that you mentioned, the discovery stay, is 
really very hard on manufacturers because it will add 12 to 18 
months to the length of a case. The case will come to a virtual 
standstill while people wrangle over the meaning of patent claim 
terms, and all the while the infringement will continue, the market 
share will be lost, the jobs will be threatened, and with no real ad- 
vantage, because once — they come to a decision on what the claims 
mean, then you start your case. And so that is very bad for manu- 
facturing patentees, and there was a provision — there is a provision 
in the Innovation Act which starts to address the problem, but 
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stops by saying it is only in cases where there are preliminary in- 
junctions. And that is not enough. We need to protect all patentees 
who are selling products, who have competitive entries, infringing 
products entering their markets where they are enforcing their pat- 
ents. 

Senator Klobuchar. Anyone else who wants to comment on 
this? 

[No response.] 

Senator Klobuchar. Okay. I think one last question I have is 
that I think we need to be mindful of the importance of these intel- 
lectual property rights and the correspondence, the demand letters 
that take place each and every day among patent owners and 
innovators to assert their patent rights in good faith. And how can 
we better ensure that patent licenses are based on the true value 
of the inventions claimed in the patents rather than on the hold- 
up value as measured by what a defendant is willing to pay in 
order to avoid the cost of litigation? Do you want to tackle that, Mr. 
Johnson? It is this balance of asserting rights but trying to take 
on the patent troll issue at the same time. 

Mr. Johnson. Sure. That is the trick, isn’t it? For one thing, we 
know that certain things are required in order to run a patent troll 
business model. You have to assert your patents against hundreds 
or thousands of people, not just a few license offers but very large 
numbers of license offers, and you have to make it clear that you 
are offering — that the reason they should settle is to avoid the costs 
of litigation, not because of the merits of the patent. 

So when we look at this, when we start seeing these mass de- 
mand letters, the widespread blanketing of industries as we have 
heard about today, that is an immediate tipoff — and with very low 
license demands, it is an immediate tipoff that that is what you are 
looking at. And then we can look at the behaviors themselves. We 
have heard it detailed today. The lack of information, the misrepre- 
sentations, the deceptions are all part of that business model. So 
we focus on that bad behavior and address that bad behavior. We 
can leave the rest of American business to operate pretty much as 
it does now. We offer licenses. We receive offers of licenses. We 
freely communicate with our competitors to advise them and be ad- 
vised of patents. We negotiate hundreds of licenses. We pay royal- 
ties. None of the problems we have heard about affect legitimate 
business. And so as long as we target this at the troll behavior, the 
rest of business should be okay. 

Chairman Leahy. Thank you. 

Senator Hatch, you said you had another follow-up question. Go 
ahead, please. 

Senator Hatch. This has been a very good panel, as far as I am 
concerned. I think you all have acquitted yourselves very, very 
well. 

I have been asked to ask this question on behalf of Senator 
Cornyn. Mr. Rao, in your view, are the reforms in Senator Leahy’s 
bill adequate to address the threat from patent trolls that you con- 
front? And if not, why not? 

Mr. Rao. Thanks for the question. So I actually do not think they 
are adequate to solve the entire patent troll issue, even with Sen- 
ator Klobuchar’s examples that sort of remind us why. So in order 
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to disrupt the patent troll problem that we have today, we have to 
look at the economics, and the economics are they face no risk from 
bringing these lawsuits. And when their hedge fund investors are 
choosing to invest in patent litigation as an asset class, as we have 
heard, they are doing it because there is no risk to them. They 
know that if they can invest in the patent troll industry, a public 
company that just asserts patents, there is no downside. It is all 
upside. They either walk away from the case, or they collect nui- 
sance settlements, or they get the occasional big judgment. But 
there is no penalty for their activity. 

So unless we introduce some economic consequence into this be- 
havior, it is not going to stop. So we absolutely need a fee-shifting 
provision. Obviously we have talked about the bonding provision is 
important to actually reach back to the real parties of interest. And 
then even the heightened pleading issue is really important. As Mr. 
Johnson just said, part of the patent troll activity is sending out 
hundreds of demand letters. Well, they can do that right now be- 
cause there is no requirement under the current law that they 
state with any particularity what their claim is, what the product 
is at issue, you know, even — they may accuse Adobe. They say, “It 
is all of your products.” Well, it is not all 200 of our products. It 
is one product that might infringe, but they are not required to say. 
If they were required to say that in the law, it would be very hard 
for them to send out 200 letters with that kind of level of detail, 
and that would also help disrupt this model. 

Senator Hatch. Thank you. 

Chairman Leahy. Thank you. I thank this panel very much, and 
we will keep the record open for questions. I thank all the Senators 
who came here. We will take a three- or four-minute break while 
we bring the other panel up. And I am going to ask Senator 
Coons — I have to be at another event for a little bit — if he could 
take over as Chair. 

I would ask the panel to stay. I have just been advised that Sen- 
ator Schumer asked this panel to stay. Mr. Rao and Mr. Johnson, 
if you could stay. Apparently 

Senator Coons. I will offer another question, if I might, Mr. 
Chairman, since we are asking the panel to stay. 

Chairman Leahy. You are going to be chairing, so why don’t you 
move up here? And Senator Schumer and Senator Durbin are com- 
ing back to ask questions. 

Senator Coons [presiding]. If I might continue with this panel 
simply by asking one question. Mr. Johnson, at the very conclusion 
of your response to questions, I think posed by Senator Hirono, you 
closed with a very intriguing question. You stated, and I think I 
am roughly paraphrasing, that it is very dangerous to enact a one- 
size-fits-all solution, and it has a potential for a negative impact on 
the whole ecosystem of patenting and innovation. 

Could you expand on that a little bit as we wait for my senior 
Senators? 

Mr. Johnson. Certainly. You mentioned how important it is for 
innovators to get patents that they know that they can enforce, and 
many of the provisions that we have talked about today — height- 
ened pleading standards, stays of discovery, core discovery limita- 
tions, and the like — while they may be appropriate for certain 
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cases — and the troll cases are what people have had in mind — they 
may be completely inappropriate in other cases, such as the case 
we talked about with Senator Klobuchar, where you have someone 
who is suffering competitive harm, where you have extreme needs 
to move forward with the case rapidly in order to get the competi- 
tive relief that you need. 

And there are many other different kinds of cases. I mean, we 
have talked about the need, for example, to move the cases expedi- 
tiously. Many cases do not turn at all on claim construction issues. 
Yes, it is part of what has to be done. But many cases involve 
whether the party is already licensed. Or perhaps there is not real- 
ly a dispute over liability; the dispute is really over damages. And 
the parties, if they move quickly to the damages issue, might be 
able to resolve the case. But instead, if you have a one-size-fits-all 
approach to patent cases, you end up going down a road you do not 
need to go down in order to resolve them. 

Senator Coons. Mr. Johnson, I have heard concern, as has Sen- 
ator Hirono and Senator Feinstein, from the university in my home 
State, from a number of small inventors, and from some very large 
players in medical devices and pharmaceuticals who express con- 
cern that some of these provisions, while they might be very effec- 
tive in ending truly meritless patent troll litigation, which have the 
unintended negative consequence of preventing a truly valid patent 
holder from protecting their patent rights. 

How would you narrow the provisions here in a way that deals 
with the behavior that you described in your opening as patent 
trolling without preventing those who need the financing to con- 
tinue to invest, to continue to innovate, who are genuinely contrib- 
uting to the innovation economy without harming them and their 
interests? 

Mr. Johnson. Well, the obvious way to do this is to narrowly 
focus the provisions so that they are not going to affect people who 
are true innovators, who have meritorious or good-faith claims. 
And we have talked about having fee shifting decided at the end 
of the case, when you know whether or not it was a frivolous case, 
as one approach to that. Other approaches are to look at the kinds 
of behavior and recognize who is truly innocent, such as the inno- 
cent end users. That is not going to affect basic innovation. 

But as to some of the other provisions that start to impinge on 
the ability of the patent system to work for innovators, I think we 
should be restrained when we look at those. It is important to ev- 
eryone in this room and everyone in the country that universities 
be able to continue to innovate and rely on the patent system. 
Companies, down-the-stream people who take the insights from 
universities and invest into turning them into useful medical de- 
vices or pharmaceuticals, are the future of health care in this coun- 
try. It is what is going to lower the cost of health care and keep 
us healthy. We cannot do anything to upset the ecosystem and to 
cut off the flow of innovation from the small companies, the start- 
ups, the universities, and independent inventors. We have to be 
very protective of them. 

Senator Coons. Well, thank you, Mr. Johnson. I share that con- 
cern that we both meet the very real concerns and threats facing 
completely innocent end-user small businesses without causing 
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needless harm to what is a very vital and, I think, somewhat frag- 
ile ecoystem that is unique and vital to our economy. 

I believe next is Senator Blumenthal. 

Senator Blumenthal. Thank you, Mr. Chairman. 

I think we all approach this subject with a lot of humility be- 
cause we know how important it is to American invention, job cre- 
ation, and economic growth, but any of us who have been in litiga- 
tion for a while also know that frivolous is often in the eye of the 
beholder. And one of the extraordinary, distinguishing features of 
American democracy is our court system, which gives to everyone 
an equal right to be heard and essentially leaves a level playing 
field so that everyone has that right to assert the claims that the 
law gives to that company or individual without undue burdens. 

And so I guess I am wary of overkill. I am wary of unintended 
consequences and of limiting rights without knowing what the end 
results are going to be. And as each of you knows, because each 
of you has been both, I think, the beneficiary and perhaps the de- 
fendant in cases where rights are asserted, we have a very impor- 
tant obligation here to assure that we do no harm. First of all, do 
no harm. 

So let me ask you, Mr. Rao, do you see any unintended con- 
sequences, any overbreadth here in the legislation either that has 
been passed by the House or now before this Committee? 

Mr. Rao. Thank you for the question. We agree that the patent 
system is complicated, and we do not want to take measures that 
go too far, and Adobe certainly believes that the judiciary has an 
important role to play in case management. But we do believe it 
is also Congress’ responsibility to act when there is a problem, and 
I think there is very clear evidence on the record that there is a 
problem and something needs to be done. 

When we talk about fee shifting, which is one of the places where 
people talk about barriers to access, again, I will note that fee 
shifting is present in other areas of the law besides patent law. 
There is already fee shifting in the patent law. And patent law is, 
frankly, unique in how high the burden is to get fees with the word 
“exceptional.” 

So restoring patent law to mimic some of the other areas of the 
law having that fee-shifting standard be similar, I think we can 
take some comfort that there are other areas of the law where con- 
sumers are regularly being able to file lawsuits. Under the Fair 
Debt Collection Practices Act, for example, there is fee shifting. But 
they can file it, and they are not concerned about the fee shifting. 
And, frankly, they are getting their cases heard because there is 
fee shifting, because the damages are low. A contingency fee lawyer 
is going to look at the shifting fees and say, “I now have an oppor- 
tunity to make some money off of this case.” 

So we can take some comfort from other areas of the law and say 
fee shifting has not suddenly barred the access to justice from 
these plaintiffs, and there is already fee shifting in the patent law. 
So I think we do need to act. I think there is a current and real 
present problem, and I think fee shifting is a fairly safe way to ad- 
dress it. And it certainly goes right to the heart of the economic 
problem we have. 

Mr. Makin. Senator, if I might. 
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Senator Blumenthal. Yes. 

Mr. Makin. The notion of everyone having access to the courts 
is great and it is part of the American system, but unfortunately 
you have to have money to do that. And small businesses are not 
equipped to utilize the current court system in this situation. And 
it is really — as we continue to debate the merits of whether we are 
going to disenfranchise this community or disenfrachise that com- 
munity, we are going to continue to see innocent players hurt — in- 
nocent players so hurt that they could actually go out of business 
because 

Senator Blumenthal. I understand that innocent players are 
hurt by the costs of having to defend what are regarded as frivo- 
lous lawsuits, and I think we have a responsibility to impose re- 
sponsibility so as to alleviate those costs where they are truly frivo- 
lous. But I think that our system also has trusted in the discretion 
of courts to dismiss cases. That is part of this democracy as well, 
that we accord a great deal of discretion to courts to look to the 
merits and see whether, in fact, claims, valid claims are stated 
under the law. That is the standard. 

And so I think that, you know, I am just looking for a limited 
solution to the problem that you have very well outlined here. 

Mr. Johnson, do you have any additional comments? 

Mr. Johnson. I do agree with Mr. Rao that fee shifting encour- 
ages plaintiffs with meritorious cases to bring their actions and dis- 
courages plaintiffs who see their actions as frivolous to withhold 
bringing action. And in that sense, I do think it is a good balance, 
it is a good shift. 

But I would point out that the proposals that have been made 
so far are far from the English rule of automatic fee shifting. There 
is some question, given the limitations relating to whether the de- 
fense — or the claim was substantially justified or whether there 
was undue hardship as to how often fees actually will be shifted. 

Senator Blumenthal. Thank you. My time has expired, but I 
want to thank each of you, and I would personally join a number 
of my colleagues in seeking some additional perspectives. And I 
think your thoughts and observations have been very illuminating. 
I think that the Committee would benefit by hearing perhaps some 
additional views as well, and thank you, Mr. Chairman. 

Senator Coons. Thank you. Senator Blumenthal. I share your 
concerns about the need for some additional voices. 

Senator Durbin. 

Senator Durbin. Thank you, Mr. Chairman. I thank the panel 
for your patience. I stepped out for a moment, but I was here for 
some earlier testimony. 

It strikes me when we try to take the high-altitude long view of 
this, we are talking about access to our government, in this case 
access to the court system — a concern that we share at the legisla- 
tive level when people argue that, “Unless I can hire a lobbyist, I 
do not have access to Congress. How do I petition for redress of 
grievances?” The same question could be raised, of course, on the 
executive branch. 

And so I start with some skepticism when the premise is to re- 
duce the access to the judicial system. And in this case, Mr. John- 
son, I want to make certain that you and I are on the same page 
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here, or at least understand the terms similarly. We are shifting 
the presumption, are we not, when it comes to this question of fee 
shifting? Currently, as I understand it — ^you are a practitioner and 
I am an observer for the most part here. Currently, if I want to 
prove up attorneys’ fees, I have got to come up with this excep- 
tional test, which, as you mentioned, is going to be brought before 
the Supreme Court. As I understand the Goodlatte, Cornyn, and 
Hatch provisions, the presumption shifts and says that I have to 
prove as the party who is being asked to pay, losing party paying, 
I have to prove, as you mentioned here, reasonable justification 
under law or fact and special circumstances that make the award 
unjust. There is a shift of presumption, is there not? 

Mr. Johnson. You understand it absolutely correctly. That is 
what is happening. 

Senator Durbin. So since the trolls are not represented on this 
panel, perhaps on a later panel, but I want to try to raise the point 
that I have been told by people in Illinois, that when you think of 
the mendacious, meddlesome lawsuits that cost money and take 
time and are unfair and so forth, the complaints that I have re- 
ceived about this loser-pays fee shifting have not come from cat- 
egories that I consider to be adequately described that way. 

For example, I received a letter yesterday from Northwestern 
University, the University of Chicago, and the University of Illinois 
saying that fee-shifting provisions in the Goodlatte bill would “cre- 
ate a powerful disincentive for universities to enforce their patent 
rights.” The argument, I believe, is that you need pretty deep pock- 
ets to live under this new system, fee-shifting system, because you 
may end up, if it does not turn out your way, holding a pretty big 
bag of obligations. Is that true? 

Mr. Johnson. Well, I am surprised they feel quite as strongly 
about it because they have many litigations, and generally if you 
see yourself as bringing meritorious cases, you are going to come 
out above instead of below the line in the end. But I would think 
in terms of access to the courts they would be much more con- 
cerned about the possibility of having to post bonds under some of 
the proposals because bonding is extremely expensive and in some 
of the proposals would be required in every case without any show- 
ing at all that there was anything wrong with the claim that was 
being brought. And if you take a small business or a university, the 
cost of a bond can be the full amount of the bond plus additional 
charges on top, which will have to either be posted or assets will 
have to be frozen in order to satisfy the bond. So that to me is a 
much bigger issue in terms of access to the courts than the fee- 
shifting issue. 

Senator Durbin. Understood. This is clearly high-stakes legal 
poker when we are talking about this. But in addition to the uni- 
versities, many small start-ups and independent investors have 
come in with the same worry about fee shifting. 

I would like to address the change in discovery that has been 
proposed in the House bill and Senator Cornyn’s bill, because the 
argument comes from Illinois Tool Works — and you may be famil- 
iar with the company — a large manufacturing employer in my 
State. They are concerned about this provision and urge that it not 
be included in the Senate bill. The letter that they sent me said 
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this provision would unnecessarily increase the cost of litigation 
when you limit the discovery to meet the Markman ruling, 
Markman test, between competitors where the issues can be easily 
defined or where the defendant can prove through discovery that 
no infringement occurred. 

Mr. Johnson and anyone else on the panel, do you agree with 
this company’s conclusion that this stay of discovery provision 
could have the effect of prolonging litigation and making it even 
more expensive? 

Mr. Johnson. Yes, it will in every case. 

Senator Durbin. Is there anyone who disagrees? 

Mr. Rao. We do. We actually think that Markman is something 
that is part of every case, and so eveiybody has to reach this point. 
And we also have found — and I think it is fairly common — that 
once the parties agree what the patent is about, then there are a 
lot of cases that end at that point because now we know what the 
patent holder thinks, what the court thinks the patent is, and now 
the patent — either the plaintiff or the defendant is in a better posi- 
tion and cases go away. We had a case recently where we had 
Markman, we had a good ruling in our favor, so the plaintiff stipu- 
lated non-infringement. The case was over. They appealed it. And 
the case just ended right there. 

So we actually think in a lot of cases it will actually shorten 
time, because you get to the merits of what is the patent about. 
And then once you know what the patent is about, it also reduces 
the cost of discovery because now discovery can be focused on the 
particular infringement theory that fits this claim construction. 

Senator Durbin. So I am just going to close by recalling some 
words from law school. I believe the goal is to create a chilling ef- 
fect on trolls who are misusing and abusing the system. It seems 
to me that it goes too far and it reaches into possibly meritorious 
cases that would be discouraged if not stopped by these rules that 
are really put in place to try to deal with the exceptions rather 
than the rule. 

Thank you, Mr. Chairman. 

Senator Coons. Thank you very much for your questions. Sen- 
ator Durbin. 

I believe next in the first round of questions is Senator Schumer. 

Senator Schumer. Thank you. And first let me thank you, Mr. 
Chairman, and the previous Chairman in this hearing for holding 
the panel for me, and that it benefited both Senators Blumenthal 
and Durbin, who came in as well. So thanks. And I want to thank 
Chairman Leahy for his hard work on these issues and convening 
the hearing, and our witnesses for being here today. 

I have been very concerned about the problem of patent trolls for 
years, and I think it comes down to two problems: one, there are 
poor-quality patents out there being abused, and most businesses, 
especially small businesses, cannot afford to lay out the legal costs 
to see if they can win. 

Another way to put it is this: Getting hit with a patent lawsuit 
is like being forced onto a highway that has only two exits, both 
of which exact a high toll. You can pay the plaintiff either as a set- 
tlement or in licensing fees, or you pay your lawyers to litigate the 
case and hopefully win. And we all know that patent litigation 
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costs a fortune. It is often marginally cheaper and certainly less 
risky for a defendant to pay up front and make the case go away. 
So it is no surprise that the patent trolls take advantage of this, 
and there is a cottage industry of patent trolls now. 

This is particularly galling when patents that are being used to 
sue are of poor quality to begin with. A recent 
PricewaterhouseCoopers study noted that patent trolls lose 85 per- 
cent of the time when they assert business method or software pat- 
ents. But we never see that most of the time because small busi- 
nesses cannot afford to call the trolls on their bluff because of the 
high cost of litigation. Eighty-five percent are not good patents. 
That is outrageous. 

My concern over this issue is why I fought to have Section 18, 
the Schumer-Kyl Covered Business Method Patent Program, in- 
cluded in the America Invents Act, and the CBM has worked. Ev- 
eryone agrees it has worked. It has provided a cost-effective admin- 
istrative review for the types of poor-quality patents that cover in- 
tangible methods of doing business. The existing review program 
under Section 18 has only been operational for about a year. It is 
working well and as intended. Nearly 100 requests for review have 
been made with the PTO, and the cases are proceeding smoothly. 

So the CBM provides a cost-effective off-ramp from the patent 
litigation highway. That is why I introduced the Patent Quality Im- 
provement Act earlier this year to expand it and make it available 
to all poor-quality business method patents, not simply those that 
read on financial products or services. We need to make it perma- 
nent. 

The expansion of Section 18 is especially important for small 
businesses who cannot afford to engage in lengthy litigation in 
hopes of prevailing. 

For any business that actually has been sued, it provides a 
cheaper exit strategy. More broadly, the very existence of this off- 
ramp discourages patent trolls from suing using invalid patents. If 
a troll knows he can no longer trap a defendant in expensive litiga- 
tion, his interest in the suit will diminish. 

At the end of the day, if we do not address the fundamental prob- 
lem of patent quality, trolls continue to abuse poor-quality patents, 
and we will be right back having the same debate. A patent reform 
bill that does not address patent quality is like treating the symp- 
toms instead of the disease. 

I understand my proposal is not without detractors, but if anyone 
thinks they have valid patents, they should not be afraid of a pre- 
liminary proceeding. The only people who are afraid of this know 
their patents are invalid. And it is really a shame that those who 
believe in valid patents are so strongly defending the invalid pat- 
ents as well. I find that appalling, frankly. 

So let me ask a few questions of our witnesses. I do not have too 
much time left. 

Mr. Makin, I was pleased to see an endorsement of the CBM ex- 
pansion in your testimony. I would like you to explain why it is 
helpful for businesses like those — like your members to have it. 
And, Mr. Dwyer, credit unions are exactly the type of small busi- 
nesses the CBM program is intended to help. Do you agree that 
making it more widely accessible would be a useful tool in your 
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fights against patent trolls? Mr. Dwyer first, then Mr. Makin, and 
that is my final question. 

Mr. Dwyer. Senator, first of all, thank you for your efforts in 
providing both credit unions and banks the Section 18 tool that you 
described. It is very effective in providing financial institutions a 
way of, as you said, addressing the validity of the patents early on, 
and it is a tool that we all appreciate. We do not take a position, 
as I speak for CUNA, in the expansion of it. It is really not a posi- 
tion that we are involved in. 

Senator Schumer. Mr. Makin. 

Mr. Makin. Thank you. Senator Schumer. Obviously we applaud 
your fortitude on this issue. It is not a politically popular position, 
but we think it is the right position. You are exactly right that 
small businesses in America are being held hostage by the patent 
trolls who count on leveraging fear and the fear of the litigation 
system to their benefit. They want people to settle. They want the 
low-hanging fruit. They want to intimidate people. 

Senator, Tony Soprano has nothing on these patent trolls. They 
are thugs and reprehensible entities. And for us to just debate the 
merits of very esoteric patent legislation when real people in this 
country are hurting through no legitimate fault of their own, it is 
un-American and it is wrong. 

And so we do need to have off-ramps, to use your eloquent words, 
to be able to get out of that system. We want to avoid litigation 
at all costs. Small companies, printers, you name it, they are not 
interested in going into litigation. They are afraid. So all these 
measures after the fact of fees, et cetera, are too late. We have al- 
ready seen the problem. 

Senator Schumer. We have seen in New York many high-tech 
businesses put out of business by illegitimate patent trolls, new 
start-up businesses. We have also seen companies that will not 
even start up because they know they will be pounced upon by 
these patent trolls, and a new business that is just starting up can- 
not afford to hire the lawyers. And I have to say, a lot of companies 
I work with in New York, they are protecting their own patents. 
But it is really wrong for them to say, “I want my protection to be 
so complete and so great that I am going to allow the patent trolls 
to continue.” I find it disgraceful. Disgraceful. Because this is hurt- 
ing start-up businesses, high-tech businesses, the future of Amer- 
ica. It is the little people who cannot afford the suits. 

Mr. Makin. Right. 

Senator Schumer. The future of America. So your words were 
very strong, Mr. Makin. 

Mr. Makin. Thank you. 

Senator Schumer. I tend to think they were appropriate in this 
particular case, and I would urge those larger companies, those 
large universities that have the ability and have counsel on their 
staff to look at this carefully for the good of the country. It does 
not hurt you to go to court. It hurts the small businesses that are 
represented here. And, again, in New York, when you ask our high- 
tech businesses, our booming high-tech businesses, what is their 
number one problem, it is probably getting good people. That is 
why we need an immigration bill. Their number two problem is the 
patent trolls. Seriously. 
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Thank you, Mr. Chairman. Sorry I went on. I feel really strongly 
about this issue. 

Senator Coons. Senator Lee has got a second question. 

Senator Lee. Thank you very much, Mr. Chairman. 

First of all, I would like to ask Mr. Rao and Mr. Johnson if they 
would like to respond to the argument that we need to expand 
CBM and also, secondarily, whether that impacts, whether that 
lessens the need for patent litigation reform like fee shifting or 
anything else. 

Mr. Rao. I will go first. So I do think that CBM, the Covered 
Business Method Patent Program, was sort of referred to as an off- 
ramp, but it is still expensive. You still have to hire a lawyer to 
prepare the petition. You still have to spend hundreds of thousands 
of dollars to go through the process. So it is not a free process. It 
is not a solution for small businesses to say, “I can avoid a patent 
troll litigation without spending any money.” And typically people 
are only going to file this while they are in litigation. No one is 
going to incur this cost, especially not small businesses, just be- 
cause they got a letter. They are going to incur this cost if they 
have been sued. So they are already in the mix once this has hap- 
pened, and that is why we think the other provisions are much 
more important because they are a disincentive and a disruption 
to the business model. Fee shifting is a disruption to the business 
model, and without that disruption, these acts are going to con- 
tinue. 

And I think Senator Klobuchar’s example of the medical device 
patent troll is another example of you may take away a particular 
field from the patent troll, but if you do not disrupt the business 
model, they are just going to move to another place that is not cov- 
ered and then fiourish there. 

So we really need to address the economics as opposed to just 
this one particular issue. 

Senator Lee. Mr. Johnson, do you concur with that? 

Mr. Johnson. The covered business method patent provision is 
a transitional program that was put into the America Invents Act 
because of a very small class of patents that was perceived to have 
quality problems, having been issued after the State Street Bank 
decision and before In re Bilski cabined down the number — the 
type of patents. And therefore, it’s titled a transition program, it 
was designed to sunset, and it was designed to address a very nar- 
row slice of financial services business method patents, and the leg- 
islative history on that is very clear. 

The rest of the AIA puts in overarching post-grant proceedings, 
the post-grant reviews and the inter partes reviews that are avail- 
able for all patents, in the case of inter partes reviews for the life 
of the patents. 

Senator Lee. And do any of those reforms obviate the need for 
any of the reforms we are discussing today? 

Mr. Johnson. No. The reforms that we have recommended as- 
sume that those programs will stay in place and that they will be 
part of the solution going forward, but that more is needed. 

Senator Lee. Thank you. And, Mr. Rao, how do you respond to 
the argument that access to justice will be limited? You know, 
whether it is Brigham Young University or some other university 
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or some other entity or individual who wants to sue, do they still 
have access to justice? And how do you respond to this point that 
their access to justice will be unfairly, unjustly limited by fee shift- 
ing? 

Mr. Rao. I think we have discussed the issues around how fee 
shifting can actually help plaintiffs have access to justice because 
with the ability to get fees from the defendant, they are going to 
be able to retain contingency fee lawyers who are going to be able 
to take the fees in case the damages are low. So I think the point 
we have not, maybe, discussed as much — Mr. Johnson did touch on 
it — is why the fee-shifting standard is not a burden for the univer- 
sities. And, again, the fee-shifting statutes that we have been dis- 
cussing all have this provision that says if you have got a substan- 
tially justified position, the fees are not going to shift. The court 
has discretion to not shift the fees. And if your university — Adobe 
collaborates with a lot of universities. A lot of the technologies that 
enter into our products like Photoshop are the result of university 
collaborations. We license patents from universities. These are 
high-quality patents. I do not really feel that they should be the 
ones who are worrying about meeting this bar. This bar is fairly 
low. And it seems to us that the universities are going to be able 
to meet it. 

Senator Lee. With regard to some of the pleading requirements 
and the filing requirements that we have talked about, aren’t we 
really talking about infringement here? In a real property context, 
if somebody infringed your property, you would want to identify the 
metes and bounds of the property alleged to have been infringed. 
Isn’t that all we are doing here? And wouldn’t it be unwise for us 
not to require that kind of metes and bounds description? 

Mr. Rao. Absolutely. We do believe that the heightened pleading 
requirement that we have been discussing is merely setting forth 
the basic information that we think they should know anyway, any 
patent holder has to know anyway, in order to satisfy the federal 
rules. They need to know this information. Unfortunately they are 
not required to disclose this information today, and so this height- 
ened pleading requirement will force them to say what the patent 
is, who they are, is there a real party of interest. They have to say 
what product is being accused, and, amazingly, today they do not 
have to say what product is being accused. And they have to allege 
a theory of infringement, which is very helpful for the defendant 
to understand why they think the product is being infringed. 

So these are the basic requirements that we think should be part 
of every patent case, and very similar to the real property concerns 
that you mentioned. 

Senator Lee. Thank you. I see my time has expired. Thank you. 
Chairman. 

Senator Coons. Thank you. Senator Lee. 

Senator Whitehouse. 

Senator Whitehouse. Thank you. Chairman. 

Rhode Island is facing this same problem. Darrell Ross is the 
CEO of Ross-Simons, which is a big retailer of jewelry. He writes 
that “At Ross-Simons, we have been the target of a number of 
these frivolous patent troll threat letters and lawsuits, faced with 
years of expensive litigation versus paying a license fee. We often 
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settle even though we believe the underlying patent is of highly du- 
bious quality. This is extremely frustrating and diverts capital that 
could otherwise be used to invest in our business, to create jobs, 
refurbish stores, and better serve our customers.” 

We have a start-up accelerator named Betaspring, and Allan 
Tear, who is its founder, states “Small businesses, like the tech 
start-ups we work with, are forced to settle these challenges out of 
court as they lack the financial resources necessary to fight back 
against patent troll’s frivolous infringement claims. That is billions 
of dollars every year that could go toward developing innovative 
new products and services that is instead going to patent trolls.” 

David Baeder is the founder and CEO of a Cranston-based mes- 
saging technology and communications company called Alert Solu- 
tions. He says, “Alert Solutions has received a number of threat let- 
ters from patent trolls claiming infringements related to things as 
basic as sending emails and faxes.” 

And I could go on. We have industry leaders like Charlie Kroll 
and Kathy Shields who have written about this in the Providence 
Business News. We have a good Providence Journal commentary on 
this by Rhode Island business advocates Michael Beckerman and 
Paul DeRoche. And I would ask unanimous consent that letters of 
support from the Greater Providence and Newport County Cham- 
bers of Commerce be added to the record. 

Senator Coons. Without objection. 

[The letters appear as submissions for the record.] 

Senator Whitehouse. I raise all that to say that, you know, I 
think Rhode Island is very much with you and attentive to these 
concerns. But I would humbly suggest some advice to you, and that 
is that, first off, you have a pearl b^eyond price. You have a bill that 
the House has passed. The House has not been very effective at 
passing legislation recently, unless it is the 42nd repeal of 
Obamacare, as you may have noticed. So being able to get a bill 
through the House is very significant. 

You now need to get a bill through the Senate, and it will then 
go to conference with the House bill, and that conference will be 
a very important conference. You do not want to vindicate your ire 
at the deplorable conduct of these patent trolls at the expense of 
getting a bill through the Senate, because you do not get to con- 
ference if you do not get that. So be as flexible as you can be to 
get a bill through the Senate that can then get you into conference 
with the House. 

And do bear in mind, as you face these choices, that there are 
very strong interests here in Washington that have very strong ul- 
terior motives to try to knock down and diminish the civil justice 
system as much as they can because, frankly, big corporations do 
not like being sued. They like coming to the branches of govern- 
ment where they have greased them with campaign contributions 
and lots of lobbyists and super PAG threats and all that good stuff. 
They do not like getting in front of a civil jury, for instance, where 
if you try to tamper with them, it is a crime and where they have 
to stand equal before the law with ordinary mortals. 

So beware of pushing or being pushed too far into that fight. 
That is not a fight you need to have. You need to get a bill through 
the Senate that gets you into conference with the House. And then 
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the conferees, I think, can work on sensible legislation that will 
help get after these patent trolls while protecting the innocent ga- 
rage inventor who is still, I think, at the heart of all of your con- 
cerns. It is not any of your desire, as I understand it, to roll over 
the garage inventor who has a legitimate claim but no resources, 
really, to defend it with. So for what it is worth, Mr. Chairman, 
those are my hopes for progress going forward. 

Senator Coons. Thank you very much. Senator Whitehouse, and 
thank you very much to the four members of our first panel. This 
has been a broad and rich and informative conversation, and I look 
forward to our second panel, which also includes a wide range of 
practitioners. I think a number of us have expressed concerns that 
we still want to hear from, at some future hearing, representatives 
of universities and small inventors, but I look forward to the sec- 
ond panel and we will thank the first panel. 

Senator Coons. Ladies and gentlemen, I would like to continue 
this hearing and proceed to the second panel, if we might. Folks, 
if we could have order in the room, please, so we could proceed 
with the second panel of this hearing. 

Let me briefly introduce our next three witnesses and then ask 
you to proceed in series to your opening statements. 

First, Dr. Steve Bossone is the vice president for intellectual 
property at the biotech company Alnylam in Cambridge, Massachu- 
setts, and you will correct my pronunciation if that was wrong. Dr. 
Bossone. Dr. Bossone has unique experience on this panel as he 
has worked both as a lawyer and a scientist in the field of bio- 
technology. He joined Alnylam in 2010 and previously was senior 
patent attorney at Shire. He began his career at Millennium Bio- 
therapeutics, where he worked as a scientist in oncology. Dr. 
Bossone received his doctorate from SUNY Stony Brook and law 
degree from Suffolk. Thank you for joining us today. 

Mr. Harry Wolin is senior VP and general counsel for AMD, Ad- 
vanced Micro Devices. He joined AMD in 2000 and served as VP 
for intellectual property before he became general counsel in 2003. 
Prior to joining AMD, he spent 12 years at Motorola. Mr. Wolin 
also serves on the Board of Governors of LifeWorks, one of the larg- 
est nonprofit organizations in the Austin, Texas, area. He received 
his undergraduate degree from the University of Arizona and his 
law degree from Arizona State. Thank you for joining us, Mr. 
Wolin. 

And Mr. Dickinson, the Honorable Q. Todd Dickinson, is the ex- 
ecutive director of the AIPLA. Mr. Dickinson also has extensive ex- 
perience in the intellectual property field, having served as Under 
Secretary of Commerce and Director of the Patent and Trademark 
Office. Mr. Dickinson has served as vice chair of the Intellectual 
Property Law Section of the American Bar Association and on the 
executive committee of the Intellectual Property Owners Associa- 
tion. He received his bachelor’s degree from Allegheny and law de- 
gree from the University of Pittsburgh. 

Gentlemen, thank you so much for joining us. If I might invite 
you to make your opening statements first. Dr. Bossone. 
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STATEMENT OF STEVE BOSSONE, PH.D., VICE PRESIDENT, IN- 
TELLECTUAL PROPERTY, ALNYLAM PHARMACEUTICALS, 

CAMBRIDGE, MASSACHUSETTS 

Mr. Bossone. Senator Coons, Members of the Judiciary Com- 
mittee, thank you for inviting me today to testify on the subject of 
protecting small businesses and promoting innovation through fur- 
ther patent reform. 

By way of personal introduction, I am vice president of intellec- 
tual property at Alnylam Pharmaceuticals in Cambridge. I am a 
registered patent attorney and have a Ph.D. in experimental biol- 
ogy and over 18 years’ experience in the biotech field, both as a 
bench scientist and as a lawyer. While I speak today on behalf of 
Alnylam, my views are informed by the shared corporate experi- 
ence of many of my colleagues in the biotech industry from compa- 
nies both large and small. 

Alnylam is an innovator company. We actively practice our intel- 
lectual property to develop cutting-edge medicines for patients suf- 
fering from diseases such as liver cancer, heart disease, and many 
other serious conditions. 

My emphasis today is going to he on the collateral impact of 
pending legislation on investment-intensive innovation, especially 
in the life sciences sector. And to start, I would like to share with 
you three things my experience has taught me relevant to today’s 
hearing. 

First, the interplay or, as some have termed it, the “innovative 
ecosystem” of university research, technology transfer to the pri- 
vate sector, venture capital funding, and industry collaborations, 
all contributing to drug development, is a lengthy, expensive, and 
high-risk enterprise. 

Second, changes that create uncertainty about the strength and 
enforceability of patents threaten to perturb this interplay and the 
jobs created by hundreds, if not thousands, of companies such as 
ours. 

And, third, this perturbation has real health care consequences, 
namely, patients, caregivers, and families who are affected by life- 
threatening and debilitating illnesses and are counting on these 
partnerships to produce the next wave of cures and therapies for 
so many currently unmet medical needs. Let us not ignore them in 
this debate over patent litigation reform. 

So I am here today not to defend or attack the abusive patent 
enforcement practices of the so-called patent trolls. I am here today 
because I am concerned that many of the proponents of patent liti- 
gation reform, in their well-intentioned efforts to curb objectionable 
patent enforcement practices, are clamoring to remake the patent 
litigation system in fundamental and untested ways while insuffi- 
cient consideration is given to the impact of these changes on the 
vast majority of those companies like Alnylam who engage in legiti- 
mate and good-faith patent licensing and enforcement. 

I am also concerned that several of the pending bills threaten to 
selectively strip the courts in patent cases of the discretion to allow 
legitimate cases to proceed unencumbered by needless and some- 
times senseless procedural obstacles. These concerns are especially 
acute for fields such as biotech, which is largely made up of small 
investment-intensive businesses like Alnylam that are at the cut- 
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ting edge of innovation in America. We are particularly concerned 
with several of the pending litigation provisions such as routine 
delays of discovery until claim construction hearings have taken 
place, excessive pleading requirements, and the byzantine, overly 
broad joinder and fee-shifting provisions. These and other pro- 
posals routinely and indiscriminately increase cost, risk, and delay 
for all the patent owners and licensees who must protect and en- 
force their patents, and cause serious harm, especially to the life 
sciences innovators. 

We do believe, on the other hand, that willing manufacturers 
should be better enabled to step in and relief infringement litiga- 
tion pressure on their small business customers and end users. But 
the scope of such a provision needs to be carefully tailored to avoid 
allowing such manufacturers to deflect their own liability to their 
parts suppliers, for example. 

As the Committee assesses the impact of such proposals on the 
life sciences sector, I ask that you consider the views submitted by 
our research partners in academia as well as the views of the ven- 
ture capital community, without whom many inventions would 
never be developed into life-saving products. 

We are all united in supporting targeted reforms that will protect 
all of us from unscrupulous patent assertion activities. But we also 
firmly believe that if we do not go about such reforms in the right 
way, the long-term costs to the entire innovation sector and overall 
American job creation will be far greater than any short-term bene- 
fits that might accrue primarily to large companies in one or two 
sectors of our economy. 

I commend Chairman Leahy for holding this hearing with a vari- 
ety of stakeholder perspectives. I urge the Committee and the full 
Senate to proceed thoughtfully in this complex area and to focus 
on those reforms that would clearly target abusive behavior with- 
out undermining the ability of small investment-intensive busi- 
nesses to rely on the enforceability of their key business assets — 
their patents. 

I appreciate your attention to our concerns and am happy to take 
any questions. And I also would like to ask that a letter from the 
Biotechnology Industry Organization dated December 3, 2012, be 
made part of the hearing record. 

Thank you very much. 

[The prepared statement of Mr. Bossone appears as a submission 
for the record.] 

Senator Coons. Thank you. Dr. Bossone. The letter will be made 
a part of the record, without objection. 

Mr. Bossone. Thank you. 

Senator Coons. Mr. Wolin. 

STATEMENT OF HARRY A. WOLIN, SENIOR VICE PRESIDENT, 

GENERAL COUNSEL AND SECRETARY, ADVANCED MICRO 

DEVICES, INC., AUSTIN, TEXAS 

Mr. Wolin. Thank you, Mr. Chairman. 

Mr. Chairman and Members of the Committee, thank you for the 
opportunity to share information about abuses plaguing the U.S. 
patent system and the significant harm they are causing to U.S. 
companies and the U.S. economy. I am the senior vice president. 
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general counsel, and secretary of AMD. I am also a registered pat- 
ent attorney and spent the last 25 years working for technology 
companies on IP protection, licensing, and enforcement. AMD has 
been both a plaintiff and a defendant in patent litigation matters, 
and I share that perspective in my testimony today. 

AMD is a semiconductor company headquartered in Silicon Val- 
ley. We design technology that powers personal computers, some of 
the U.S. Government’s most powerful supercomputers, and game 
consoles like the new Microsoft Xbox One and Sony Playstation 4. 

AMD invests approximately 20 percent of our annual revenues 
on research and development activities, and we have built a large 
patent portfolio that represents an investment of many billions of 
dollars. AMD’s business depends on our ability to vigorously pro- 
tect our IP. 

Each year, AMD is forced to spend millions of dollars to defend 
against patent infringement allegations that are often completely 
unfounded. Every dollar we spend to defend against a frivolous 
claim reduces the number of jobs we can create or we can retain. 
In my written testimony, I have provided two examples of lawsuits 
faced by AMD that demonstrate the cost, harm, and disruption 
that patent litigation abuses impose. These cases demonstrate that 
defending against frivolous patent cases is very expensive and that 
discovery is often used as a weapon to drive up costs in approach- 
ing an often meritless settlement. 

The courts do not have the tools needed to address these prob- 
lems, and without legislative reform, the current abuses will con- 
tinue. We are encouraged by the legislation introduced by Senators 
Leahy and Lee which will increase transparency by shedding light 
on the patent marketplace and curb the abusive practice of mass 
mailing frivolous demand letters in the hope of securing settle- 
ments from unsuspecting victims. 

These provisions alone, however, are insufficient to address wide- 
spread abuses plaguing our patent system. We urge the Committee 
to include the heightened pleading, discovery reform, and fee-shift- 
ing provisions, such as those found in the bill cosponsored by Sen- 
ators Cornyn and Grassley. We note that these provisions are in- 
cluded in the Innovation Act, which was overwhelmingly passed by 
the House earlier this month. This was an encouraging show of bi- 
partisan support, and the bill also has the support of the White 
House. 

First, heightened pleading requirements will require a plaintiff 
to allege patent infringement with specificity, identifying the par- 
ticular products at issue and the plaintiff s reason for believing that 
these products infringe. This provision will require the plaintiffs to 
do their homework before subjecting a defendant to millions of dol- 
lars in attorneys’ fees and expenses, reducing the number of frivo- 
lous lawsuits clogging our courts, and without placing an unreason- 
able burden on legitimate plaintiffs of any size. 

Second, discovery reforms will reduce the cost and the efficiency 
of discovery in patent cases — I am sorry — and improve the effi- 
ciency. Discovery cost shifting will dramatically reduce a litigant’s 
ability to use discovery as a tool to increase an opponent’s cost. The 
discovery staging proposals are even more important to reduce cost 
and inefficiency because a claim construction order will often sim- 
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plify the disputed issues. This makes it clear what discovery is nec- 
essary. 

Third, attorney fee shifting will provide a particularly strong de- 
terrent to frivolous patent suits. Today many patent assertion enti- 
ties have little risk in litigating meritless claims. A defendant, 
however, is almost always assured of high litigation costs. The risk- 
reward imbalance results in uneven bargaining power, which is 
often used to unfairly extract settlements. This imbalance can be 
corrected by enacting legislation that awards attorneys’ fees and 
expenses to the prevailing party when the losing party does not 
have a justified position. This provision will have no effect on legiti- 
mate plaintiffs who justifiably pursue their claims. 

Finally, I urge the Committee to act quickly. Unwarranted pat- 
ent litigation acts to the detriment of U.S. companies of all sizes 
as well as to consumers and the U.S. economy. 

[The prepared statement of Mr. Wolin appears as a submission 
for the record.] 

Senator Coons. Thank you, Mr. Wolin. 

Mr. Dickinson. 

STATEMENT OF THE HONORABLE Q. TODD DICKINSON, EXEC- 
UTIVE DIRECTOR, AMERICAN INTELLECTUAL PROPERTY 

LAW ASSOCIATION, AND FORMER UNDER SECRETARY FOR 

INTELLECTUAL PROPERTY AND DIRECTOR, U.S. PATENT 

AND TRADEMARK OFFICE, ARLINGTON, VIRGINIA 

Mr. Dickinson. Senator Coons and distinguished Members of the 
Judiciary Committee, on behalf of the American IP Law Associa- 
tion, I would like to thank you for the opportunity to present our 
views today. 

Founded 116 years ago as the American Patent Law Association, 
and with 15,000 members, we believe that AIPLA brings a unique 
perspective to the questions before this Committee. We are law- 
yers, we are judges, we are law professors and patent examiners, 
and our members represent a diverse spectrum of policy and p kc 
issues. 

Accordingly, when we as an organization develop our positions, 
we try to achieve a necessary consensus, and to do that we must 
strive to find not what is right for this entity or that technology, 
but hopefully what will achieve the best outcome for the intellec- 
tual property system as a whole. 

Also, as you noted in your introduction, prior to becoming the ex- 
ecutive director, I was also the Under Secretary of Commerce for 
IP and the Director of the USPTO, and so I come here today to ad- 
dress these issues with the benefit of those perspectives. 

We once again find ourselves discussing the issue of the behavior 
of certain patent owners, and as far back as 2005, we came before 
you to testify on this same broad question. Someone who owns a 
patent was using the procedures of patent litigation in an infringe- 
ment dispute with another party, often in a high-tech field. The 
specific litigation issues then were different. Injunctive relief and 
damages were on the table then, but the charge was the same: that 
the state of these legal issues at the time gave too much power to 
the patent owner in settlement discussions. 
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You will recall that we spent almost six years together debating, 
tinkering with language, trying to find good compromises. You did 
that. We did that together. We found collectively broad support, 
and the Senate passed the Leahy-Smith America Invents Act, 
which we at AIPLA were proud to support. 

So what brings us back here today only two years later? Well, 
a key aspect of that business has changed. It has been addressed 
many times today. Before, it was primarily large aggregators going 
after large businesses. Now you have this phenomenon of wide- 
spread distribution of demand letters to small end users with little 
experience with the system and less resources. Vaguely worded, 
overthreatening, and very persistent are the folks who send these 
letters. 

We believe that this is a significant and corrosive problem, not 
only for those on the receiving end but one that undermines the 
American public’s confidence in the patent system as a whole. We 
also believe, however, that it is a focus problem that we should deal 
with in a focused way. Fortunately many of the provisions of S. 
1720 hone in on this problem in just that way. 

So in that light, let me turn to our broader recommendations 
today. 

First, I was very pleased to hear Senator Feinstein address the — 
and I would be very remiss as a past Director of the USPTO if I 
did not address the question of funding for the PTO, sustainable 
funding. No issue is more important to the quality of patents over- 
all and to solving the issues that come before us today than solving 
that problem. You all, we all thought that that problem was solved 
in the ALA. We thought we put it to bed. And less than two years 
later, the problem came back again, this time in sequestration. We 
have to solve this problem. The stakeholders need it and the sys- 
tem needs it. 

But, first, to other issues, we find that we feel it is important to 
let the reforms of the AIA have a chance to do their work. As we 
said, one of the major reforms to deal with the troll issue was the 
expansion of the post-grant processes in the PTO. These were in- 
tended to create alternative means to improve the quality or chal- 
lenge the validity of patents in lower-cost, expedited proceedings. 
Now, these various post-grant processes have only recently come 
online. There has only been one CBM case proceeding to comple- 
tion, and the first PGR case was just filed. Early indications are 
that these procedures are working as they were intended, and as 
a former Director of the USPTO, I urge you to let the PTO proc- 
esses play forward before we consider changing them or instituting 
other options. We do not know where this is all going to lead. It 
is too soon to start experimenting again. 

Second, the courts continue to understand and deal with the 
problems of reform as they did during the debates on the AIA. 
Back then, on litigation after litigation issue, whether it was in- 
junctions or damages or willfulness or venue or obviousness, they 
reformed surgically and deliberately. And this continues, as has 
been pointed out. Just this term, the Supreme Court will take up 
the issue of fee shifting. AIPLA has filed amicus briefs in both 
those cases, and we have advocated a more aggressive approach in 
the awarding of such fees. 



45 


On the procedural side, the Judicial Conference, the body 
charged by statute with promulgating procedural rules, has gotten 
the message, and they have begun to draft rules which will govern 
patent trials more uniformly. 

Third, more reliable data is needed to understand the nature and 
scope of the problem. For example, a lot of early studies came out 
that suggested big increases in patent litigation were due to patent 
assertion entities. Recently, however, more empirically based stud- 
ies suggest that any increase is due to other causes, in particular 
the unintended consequences of the joinder provisions of the AIA. 

Finally, and most importantly, we need to remember that some 
of these proposals apply to all patent holders, not just the bad ac- 
tors, and we need to assure that attempted solutions are not so 
broad that they have unintended consequences. 

I was going to turn to some of the provisions of 1720, but I see 
the time is running out, and so I will let my written statement 
speak for itself. But let me address specifically, however, the one 
issue that I touched on, and that is, bad-faith demand letters. 

We believe this is primarily a consumer fraud issue and it is best 
dealt with by those traditionally tasked with combating it, such as 
the FTC and the State Attorneys General. And we urge you to con- 
sider the fact that those entities have dealt with these as consumer 
fraud and are to be charged with doing it again. However, care is 
needed, however, to make sure that the proposals do not impede 
legitimate licensing activities. 

Excuse me, Mr. Chairman. 

As a Time Magazine poll recently noted, our patent system is the 
envy of the world and the gold standard of protection. Forty per- 
cent of respondents, more than four times the next closest nation, 
viewed the U.S. as the country that does “the best job of protecting 
ideas.” We need to remember that the stewards of that system, 
when considering changes to it, need to take a sober, careful, and 
empirical view of the concerns at hand and deliver a measured and 
appropriate response. 

Thank you, Mr. Chairman. 

[The prepared statement of Mr. Dickinson appears as a submis- 
sion for the record.] 

Senator Coons. Thank you very much, Mr. Dickinson. And I take 
to heart, given the breadth and the character of the organization 
you represent and its unique role in America’s intellectual property 
system, the charge for us to take a measured and thoughtful re- 
view here and to focus in our potential solutions. 

You have suggested that it is too early for us to start experi- 
menting again, that we took six years to craft the Leahy-Smith 
America Invents Act, and that it is just a few years past that, and 
that we do not have enough empirical evidence to really draw con- 
cise conclusions about what is the scope of the patent troll phe- 
nomenon. And you urged us to find a focused solution to that prob- 
lem. 

Let me support Senator Feinstein’s call for more PTO funding 
dealing with the quality of patents and patent issuance by pro- 
viding the PTO the resources it so badly needs and richly deserves, 
in part by ending diversion, I think should be one of our first prior- 
ities. 
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But I would be interested if you would speak to the patent qual- 
ity improvement programs embedded in the AIA. You briefly ref- 
erenced that post-grant review, inter partes review, the CBM tran- 
sitional program were all just beginning to work. Given the claims 
made in the first panel that this is a widespread terrible problem 
that is really affecting small businesses across the country, how 
long would you ask them to wait for the AIA to work? Or as you 
suggested, do you think there are other consumer fraud-based 
mechanisms or the specific provisions that have to do with engag- 
ing the FTC in the Leahy-Lee bill that could appropriately deal 
with this without causing needless harm? 

Mr. Dickinson. Thank you, Mr. Chairman. To go to your first 
point, I absolutely believe that the USPTO was given the charter 
by the AIA to take up this broad question of improving the quality 
of patents, and that is, for example, as the GAO study indicated, 
at the heart, at the root in many ways of the troll problem that we 
are discussing today. 

And so the principal recommendation that came out of the Na- 
tional Academy study that started the whole thing back at the turn 
of the last century was to have very vibrant, robust post-grant 
processes, a post-grant system, which we did not really have. 

It comes in two types, and it was the product of a very careful, 
very long-discussed negotiation. There is a first part called the 
post-grant review, called the first window sometimes. It is a fairly 
wide-open process. Almost any grounds can be used during that 
process. It comes right after the patent issues, and it allows third 
parties to come in and to make the case that the PTO overlooked 
something, there was some art they were not aware of, there was 
an argument not made, and that office is charged within nine 
months of taking care of that. 

We urge that most people — we hope that most people will use 
that process, and we think there are things built in that would 
incent that process. We also, by the way, support the clarification 
and a correction of the estoppel provision in that, which we believe 
would do the same thing, to try to get people to use that process 
early before investments are made, before jobs are created, before 
people have relied on those patents down the road. 

The second phase is a rework of the traditional re-examination 
process, now called inter partes review. It is a somewhat higher 
threshold. It relies on traditional factors like the use of patents and 
publications, and it is available throughout the life of the patent 
as that patent progresses through the system. 

The CBM we have significant difficulties with. We think the bet- 
ter approach, by far, since that was intended to attack a very, very 
narrow slice of patents for a short period of time, the kinds of 
things, for example, which Senator Schumer was addressing, can 
be best addressed in the IPR system. 

Senator Coons. Thank you, Mr. Dickinson. 

Dr. Bossone, before my time runs out, if I might, I was interested 
in Alnylam and its specific sort of example. This is a company that 
is investing a huge amount of money in developing new intellectual 
property in inventions that could have a significant impact on 
human health and the quality of life. But you have to get investors 
to buy into and support your commercialization efforts. 
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How would the loser-pay rule or the other provisions, the proce- 
dural obstacles that I think you suggested were excessive, if adopt- 
ed, how would they impact the balance of power between a start- 
up innovator and a larger company if it is infringing your patents? 
How would it impact your ability to attract investors and to get the 
capital formation that you need to continue to invent and innovate? 

Mr. Bossone. Senator Coons, you are actually correct. We would 
be impacted in a negative way if all of these provisions in these 
bills were put in in the aggregate. For instance, in fee shifting, if 
we were to enforce our patents and there was the threat that, you 
know, considering the vagaries of litigation that we could lose, we 
may have to make a hard choice of whether actually to file that 
litigation in the first place. I am the one that actually has to go 
before the board and justify filing this litigation, knowing that the 
cost associated with filing the litigation has to come from some- 
place else. So maybe it is a clinical study that we would not be able 
to complete. 

Now you add the added burden of shifting fees in a case where 
I cannot predict whether I am going to win or lose. I think I have 
a good case, but the standard that has been proposed, you know, 
is the same standard that has been adopted from the Equal Access 
to Justice Act where, you know, veterans who have lost benefits 
will sue the government and then they will try to get, you know, 
the government to pay. And I think in about 30 percent of the 
cases the government cannot meet that burden. 

So I would have to then say maybe there is a 30-percent chance 
that we are going to have to pay if we lose. So that may make a 
difference with my being able to assert these patents. If I cannot 
assert these patents, what value do they have to a large company? 
So if the company knows that I am not going to be able to assert 
these patents, what is the incentive for them to actually license 
these patents from us? 

We have had a great deal of success in offering these patents for 
license. We have taken that money, put it into our R&D. We have 
accelerated development to a point where our technology was dis- 
covered in 1998 in the worm, and a mere six years later, because 
of this, you know, intellectual property that we held, using it to at- 
tract investors, taking that money, putting it into our business, six 
years later we actually had clinical trials in humans. So this would 
negatively impact our ability to get this capital that we need. 

Senator Coons. Dr. Bossone, just in closing, to summarize, if we 
were to adopt all the provisions that are in the House bill — fee 
shifting, discovery limitations, customer stays — in your view, for 
your company, the ability to the raise the capital to continue with 
innovation would be significantly harmed and your ability to assert 
your patent rights would be significantly harmed, and those would 
be of some significance or consequence, and thus those proposals 
might be overreach if that is the way we are trying to stop a class 
of baseless demand letters that are really problematic for commer- 
cial businesses, retailers, but that are not involved in innovation. 
Is that your testimony today? 

Mr. Bossone. That is exactly correct. 

Senator Coons. Thank you. Dr. Bossone. 

I will turn to Senator Lee. 
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Senator Lee. Thank you very much, Mr. Chairman. 

Mr. Wolin, I would like to ask you a couple of questions. First 
of all, we have heard today some examples of how patent litigation 
abuse can negatively impact businesses. But, of course, before we 
enact legislation, we need to make sure that there is empirical evi- 
dence behind the data to back up the claim that this is a suffi- 
ciently significant problem that it warrants action by Congress. 

Would you agree with the assertion that there is adequate evi- 
dence? And what would you point to as evidence that action by 
Congress is warranted here? 

Mr. Wolin. I do believe that action by Congress is warranted, 
and I do believe that there is empirical evidence to point that out. 
I think if you look at some of the various studies that have been 
done, if you look at the one that was mentioned earlier today with 
62 percent of all patent litigation cases being brought by patent as- 
sertion entities and upwards of 85 percent of those cases that go 
to trial end up being losers, I think that is pretty good empirical 
evidence that this is a pretty significant toll that is being taken on 
U.S. industry and patent defendants as a whole. 

From my own personal experience, I see a number of issues. Sig- 
nificantly more than 62 percent of the patent litigation that we face 
is brought on by patent assertion entities. But what I am proposing 
in fixing this problem is something that I would be willing to take 
on not only as a defendant but also as a patent plaintiff, as a com- 
pany that asserts, you know, its patent’s rights — I will not say a 
lot of the time, but it is not rare that we do that. 

And so I think the three things that I outlined in my remarks — 
the attorney fee shifting, the heightened pleadings, and the dis- 
covery reforms — are something that would increase the efficiency of 
our patent litigation system and put us in a position to streamline 
that patent litigation and get us to a point where it would be much 
more manageable with getting rid of some of the spurious cases 
that we see today than what we currently have. 

Senator Lee. And as someone representing a business that has 
a significant patent portfolio, I am assuming that you have got 
pretty strong views regarding the importance of intellectual prop- 
erty and the need to safeguard it, you know, within the debate that 
we are having about patent litigation abuse. I think it is important 
for us to keep our focus on bad behaviors within patent litigation 
rather than focusing on anything that would tend to minimize or 
undermine the rights of property owners of intellectual property in- 
terests. 

Do you agree that we ought to focus on these bad behaviors in 
this debate? And do you think that the legislation we are talking 
about today maintains adequately a focus on those bad behaviors? 

Mr. Wolin. I think that it does, because if you looked at the 
three things that I mentioned in my last answer and that I pro- 
posed in both my opening testimony and in my written testimony, 
those are things that are specifically aimed at the bad behaviors 
that we are seeing in patent litigation today. So, for example, when 
you are in a position when an entity can assert a patent against 
you for a nominal fee and put you in a position where it costs mil- 
lions of dollars to defend against that often spurious assertion, that 
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is, you know, taken well by both the attorney fee shifting as well 
as the heightened pleading requirement. 

When somebody can assert a patent against you by just saying, 
‘Wour microprocessor infringes,” well, that is equivalent to some- 
body telling Ford that their car infringes. They do not say which 
car. They do not say what part of the car. They do not say whether 
it is the wheels or the steering wheel or the trunk. And you are 
left to spend a lot of money to find that out and have to bring to 
bear what their case might be and often educate them in doing it. 
That is what discovery is for when you get down the line, but it 
is not what it is for at the very beginning of the case. When a pat- 
ent asserts — when an owner of a patent asserts that, they should 
have some definiteness of what they are asserting and what their 
reason for believing there is infringement is. 

Senator Lee. Thank you very much. 

Thank you, Mr. Chairman. 

Senator Coons. Thank you. Senator Lee. 

Senator Hirono. 

Senator Hirono. Thank you, Mr. Chairman. 

In my remarks before I began questioning to the first panel, I did 
note that we need to be very careful in proceeding in an area as 
complex as patent law, and I mentioned that I would like to hear 
from universities and from inventors. And a group that I neglected 
to mention that I would like to hear from are the venture capital- 
ists, because these are the folks who are providing the early stage 
funding for inventors. 

Mr. Dickinson, I found it very interesting when you talked about 
the focus of this hearing, which is on the bad practices of patent 
trolls, and my understanding of what you were saying is that many 
of these kinds of behaviors really rise to consumer fraud kinds of 
activities that are dealt with both at the federal level and at the 
State level, and there are certain State Attorneys General who 
have become very aggressive in pursuing these kinds of folks. 

So I take it that you would support the FTC authorization lan- 
guage that is in the Leahy bill? 

Mr. Dickinson. Thank you. Senator. You are correct in focusing 
on that piece of my testimony which we believe is a major issue 
and maybe ought to be the focus of a lot of this, which is indeed 
the big widespread demand letters that get sent out, oftentimes, 
oddly enough, even without filing litigation. The Vermont Attorney 
General’s complaint, for example, notes that one of the most egre- 
gious sent something like 10,000 letters and never filed a single 
lawsuit. And so that literally rises to consumer fraud. 

This was similar to about 10, 15 years ago, we had a problem 
with invention promotion firms, when people would go after small 
inventors and say, “We will give you a patent and promote your 
patent,” and that was fraudulent. And the FTC and the State At- 
torneys General went after those folks. We think they can do that 
again. 

The question of whether or not the FTC needs additional author- 
ity or not, I think, is one that is open to debate. The FTC has got 
a study they have just initiated now, and I think that study will 
shed a lot more light on that question. And so I think at the mo- 
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ment it is something of an open question, but it is certainly one 
worth considering. 

Senator Hirono. Well, we have certainly heard evidence of abuse 
by patent trolls, and, yes, there is a question as to how extensive 
this kind of abuse is. And there have been references by a number 
of our testifiers regarding, I think, references to the GAO study 
that was done, which, in fact, indicated that those who make prod- 
ucts brought most of the lawsuits, and that the non-practicing enti- 
ties who brought lawsuits represented about 20 percent. So I would 
just like to set the record straight on who is doing what in this 
arena. 

Mr. Dickinson. Senator, could I 

Senator Hirono. That is not to say that we do not have a prob- 
lem. 

Mr. Dickinson. I agree. Can I have two seconds? Because part 
of the challenge here is definitional, to be real honest about it. It 
has always been definitional as to how we define “troll,” how we 
define “patent assertion entities.” 

One figure that gets tossed around a lot is the study that showed 
that, allegedly, $29 billion in direct costs are associated with this. 
But the definition there is so broad, for example, all universities 
get swept in. I dare say that the Members of the Committee’s State 
universities, when they assert patent, do not really feel they are 
being a troll, but some of this definitional question is one that rides 
over top of all this data, and it is an example of why we need to 
make sure we look behind it. 

Senator Hirono. Mr. Bossone, one of the proposals — this is Sen- 
ator Cornyn’s proposal — would require heightened pleadings, very 
specific as to what the assertions are. Can you share your thoughts 
on how such a heightened pleading proposal would impact a typical 
patent dispute? Would it lead to fewer of these cases being brought 
even in the legitimate infringement type of cases? Would it result 
in delays? You know, can you share with us your thoughts? 

Mr. Bossone. Yes, thank you. I think that it would — could yield 
delays. You have this incredible amount of detail that a lot of it is 
not really known until you get into the discovery process. Perhaps 
if you are accusing someone who has a machine out in the public, 
the earlier examples of an ATM machine, you may understand how 
that works, and you know if you have a patent that covers a par- 
ticular piece of equipment, it may be easy to identify exactly the 
claim that it covers. But if you have, for instance, in our field a 
pharmaceutical product or if you have a manufacturing process 
and, you know, companies have — a lot of their manufacturing proc- 
esses are secret, and, you know, we may see that — or may think 
that because there is a particular product that it had to have been 
made by a manufacturing process that would infringe, for instance, 
a patent that we held, if we wanted to assert that, we would not 
be able to rise to this level of this incredible amount of detail. 
Should we not be able to assert that patent that we actually, you 
know, got, we paid a lot of money, we put a lot of effort into getting 
it? 

I think that could then lead to, for instance, litigation, a lot of 
early motion practice on sufficiency of our pleading. And so there 
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I think it would actually delay the case and create, you know, 
issues for a small company like ourselves. 

Senator Hirono. Thank you, Mr. Chairman. 

Senator Coons. Thank you. Senator Hirono. 

I would like to thank our second panel. Dr. Bossone, Mr. Wolin, 
and Mr. Dickinson. Thank you for the perspectives you have 
brought and for the breadth this has added to this hearing. Like 
a number of the other Senators, I look forward to further briefings, 
sessions, and hearings on this topic. If we could dedicate six years 
to getting the AIA right, I think we could dedicate a few more 
months to making sure that we get this topic right and that we 
find a narrowly tailored solution to address what I think is a real 
challenge with patent trolls without risking unintended con- 
sequences for the whole ecosystem of innovation. 

I would like to thank Chairman Leahy for convening this, and 
I would like to thank our panel. We will leave the record open for 
a week for those Members of the Committee who had further ques- 
tions or who were unable to attend. 

Thank you. 

[Whereupon, at 1:06 p.m., the Committee was adjourned.] 
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Prepared Statement of Hon. Patrick Leahy 


Statement of Senator Patrick Leahy 
Chairman^ Senate Judiciary Committee 

Hearing on “Protecting Small Businesses and Promoting Innovation by Limiting Patent 
Troll Abuse” 

December 17, 2013 

Last Congress, members of this Committee and the Congress came together to pass common- 
sense, bipartisan reform to modernize our patent system. The America Invents Act has taken 
significant steps to improve the quality of patents that are issued by the Patent and Trademark 
Office, by allowing outside parties to challenge the validity of a patent after it issues and 
improving the information available to patent examiners. 

Unfortunately, bad actors are continuing to abuse the patent system. I have heard from an 
increasing number of businesses in Vermont and across the country that are being targeted by so- 
called “patent trolls”. Instead of asserting a patent claim against the manufacturer of a product, 
entities are targeting small businesses that merely use the product. 

In Veraiont, small businesses have received aggressive “demand letters” claiming payments of 
$ 1 ,000 per employee for using document scanners in their offices. Across the country, 
thousands of coffee shops, hotels, and retail stores received demand letters and were threatened 
with patent suits simply for using a standard, off-the-shelf, WiFi router. Many of the letters are 
vague form letters with no description of how the recipient infiinges on a relevant patent. I have 
also heard examples of patent assertion entities sending letters through dozens of differently- 
named shell companies, so that businesses that receive the letters cannot easily find out who sent 
them. 

These actions abuse the patent system to extort settlements from customers and small businesses 
that have no real means of fighting back. Predatory conduct that simply takes advantage of end- 
users does not promote the important goals for which our patent system was intended, to advance 
science and the useful arts. 

Over the past eight months, I have worked with Senator Lee and others to develop legislation to 
address these abuses in the system. Our bill targets the sending of misleading demand letters as a 
deceptive trade practice that can be penalized by the Federal Trade Commission. It protects 
customers who have been sued for merely using a product when the defendant really should be 
the manufacturer who made the product and is in a better position to argue whether their 
technology infringes a valid patent. Our legislation promotes transparency, so that those abusing 
the system can no longer hide behind “shell companies” to advance their scheme. It improves 
the PTO’s outreach to business defendants, and strengthens the “post-grant review” process 
implemented in the Leahy-Smith America Invents Act to improve patent quality. 
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These measures take signifieant steps to address the problem of patent trolls and misuse of the 
patent system. Importantly, the measures also are balanced and targeted to preserve the rights of 
legitimate patent holders whose inventions help drive our economy. As we discuss proposals to 
address the problem of patent trolls, I urge this Committee to stay focused on that balance, so 
that we achieve meaningful but targeted reform. 

I thank the witnesses for appearing today to discuss this important issue. I look forward to 
working with you and with all members of the Committee to reduce abuses in the patent system, 
while ensuring that innovators and inventors will continue to drive our economy. 
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Prepahed Statement of Hon. Chuck Grassley 


Senator Grassle/s Opening Statement for Senate Judiciary Committee Hearing, "Protecting 
Small Businesses and Promoting innovation by Limiting Patent Troll Abuse," December 17, 
2013 


Mr, Chairman, thank you for holding this important hearing today. The United States is a global 
leader in innovating, creating and developing new technologies and products. Intellectual 
property protection plays a critical role in supporting technological advances, innovation and 
creativity. Patents and the U.S. patent system are a significant component of the American 
tradition of invention and innovation. 

However, the innovation and creativity that patents are supposed to protect is being 
threatened by purposely evasive and deceptive blanket demand letters and abusive litigation 
practices. According to one study, lawsuits by patent assertion entities have increased at an 
alarming rate -in fact, 62% of all patent lawsuits filed in 2012 were cases brought by patent 
assertion entities. Patent litigation abuse imposes high costs on American businesses, wasting 
precious resources that could instead be utilized for research, development, job creation and 
economic growth. 

Patent assertion entities, also known as patent trolls, focus on buying and asserting patents, 
rather than on developing or commercializing patented inventions. Patent trolls often assert 
these weak or poorly-granted patents against companies that are already utilizing technologies 
as ubiquitous as wireless email, digital video streaming and the internet. These entities 
frequently carry out their tactics behind the shield of patent holding subsidiaries, affiliates and 
shells of operating companies. 

Patent troll lawsuits rarely have merit: the statistics are they lose 92% of merits judgments. 

But the extent of the problem cannot be quantified by looking at these numbers alone. Most 
cases don't even get to this stage. Patent assertion entities usually set their royalty demands 
strategically below litigation costs. Consequently, companies make the determination that they 
should settle weak or meritless cases rather than run the risk of taking on expensive and risky 
patent litigation. The bottom line is that many small businesses just don't have the resources to 
litigate and so they submit to this kind of patent extortion. That's not right. 


This phenomenon of patent trolls has hit companies all overthe country, and they've targeted 
my state of Iowa as well. I recently met with a group of lowans in Council Bluffs and heard 
stories about how patent trolls utilize overly broad patents to make claims of infringement 
against their businesses that are either simply engaging in normal business practices or have 
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bought a technology product or service from a vendor. Further, I've received a number of 
letters from lowans outlining their problems and frustration with these abuses. They say that 
these trolls have forced their businesses to divert resources from productive endeavors to 
instead focus on researching vague demand letters and defending questionable infringement 
lawsuits. They 're concerned that billions of dollars are being spent in unwarranted legal costs 
that could be put to more productive use. According to one of my constituents, "this practice is 
now completely out of control." 

I'd like to quote from a letter that I received from groups representing a wide swath of 
businesses in my state. This letter is from Hy-Vee Food Stores, the Iowa Association of Business 
and Industry, the Iowa Lodging Association, the Motion Picture Association of Iowa, the Iowa 
Grocery Industry Association, the Technology Association of iowa, the Iowa Restaurant 
Association, the Iowa Credit Union League, the Iowa Association of Realtors, the Iowa 
Telecommunications Association, the Iowa Biotechnology Association, the Iowa Bankers 
Association, the Independent Insurance Agents of Iowa, and the Iowa Retail Federation. 

They write, "Fighting frivolous and burdensome patent lawsuits threatened and filed by patent 
trolls is an expensive distraction for a large cross-section of Iowa businesses. Rather than focus 
their efforts on important economic development catalysts such as innovation, job creation, 
and business growth, entrepreneurs and business owners from all industries and sizes are more 
frequently finding themselves diverting valuable attention and limited resources to defending 
expensive and unnecessary legal threats by patent trolls. Indeed, businesses, everyday lowans, 
and Iowa's economy as a whole are adversely affected by the trolls' seemingly endless barrage 
of legal threats and frivolous suits. The trolls' misguided and unbridled mischief unnecessarily 
drives up costs that are, in part, passed on to Iowa's hardworking families and consumers." 
These groups are supportive of Congress taking action because they believe "meaningful 
reforms that make it difficult for patent trolls to continue their destructive business models, 
improve patent quality, and streamline patent infringement disputes will drastically reduce 
costs for Iowa businesses." 


I have other letters from lowans describing their experiences with patent trolls. Quotes from 
some of these letters - according to BettrLife in Urbandale, "we must find a way to strengthen 
the requirements around patent infringement so unscrupulous lawyers can't work through 
loop-holes to take resources and dollars from companies that are trying to make a positive 
impact on businesses in their community and the overall economy." According to Kinze 

Manufacturing in Williamsburg, their patent troll experience "has left a lasting impact 

Contract negotiations with suppliers and service providers now routinely include allocation of 
liability in the event of patent trolling. These negotiations require additional resources and 
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delay research, development and production of new produrts. This slows farmer's access to 
the latest technology. Technology which will help them get more out of every acre while 
reducing their costs and protecting their soil." According to Kum & Go based in West Des 
Moines, claims of patent trolls have cost the company "thousands of dollars in legal fees and 
corporate counsel has wasted numerous hours dealing with these frivolous claims - time and 
money that should have been spent on core business functions." 

I've also heard from lowans that are concerned about the ability of patent holders to protect 
their intellectual property rights and enforce them against infringers. While they agree that 
litigation abuse does occur in the patent system, they are concerned that certain proposals will 
undermine the ability of legitimate patent holders to enforce their patent rights. These 
constituents include Iowa State University, the University of Iowa and independent inventors 
Robert Rees and Paul Morinvilie. 

I agree that it is important to maintain an appropriate balance between protecting the rights of 
legitimate patent holders and protecting against abusive practices and weak patents. We need 
to preserve patent property rights and valid patent enforcement tools which will promote 
invention, while targeting bad actors and their tactics that target and shake down businesses 
with weak and frivolous claims for a quick payday. This will strengthen our patent system and 
benefit inventors, businesses and consumers alike. 

Mr. Chairman, Td like to put in the record letters from Iowa constituents, both expressing 
support arid concerns with the various proposals we are considering in the Senate. I also have 
for the record letters from the National Retail Federation and Stop Patent Abuse Now Coalition 
expressing concerns with the customer stay provision as currently drafted in the House and 
Senate bills. 


Doing something about the abusive practices plaguing our patent system is important to 
keeping the United States competitive, creating jobs and boosting our economy. Members on 
both sides of the aisle agree that this abusive patent litigation hurts the ability of businesses to 
expand and flourish. We should pass effective legislation to curtail abuses of the legal system. 
Tm encouraged that the House passed the Innovation Act by a large margin, and the White 
House issued a statement in support of that bill. 

So I look forward to hearing from our witnesses today about their experiences with abusive 
patent litigation tactics by patent trolls. I also look forward to hearing from our witness about 
their views on how we in Congress can help find a solution to this problem. And Mr. Chairman, 
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I look forward to working with you to pass meaningful legislation that can alleviate the 
problems that many of our constituents are dealing with and that are harming our economy. 
Thank you. 
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Additional Prepared Statement of Hon. Chuck Grassley 


Senator Grassle/s Opening Statement for Senate Judiciary Committee Hearing, "Protecting 
Small Businesses and Promoting Innovation by Limiting Patent Troll Abuse/' December 17, 
2013 


Mr. Chairman, thank you for holding this important hearing today. The United States is a global 
leader in innovating, creating and developing new technologies and products. Intellectual 
property protection plays a critical role in supporting technological advances, innovation and 
creativity. Patents and the U.S. patent system are a significant component of the American 
tradition of invention and innovation. 

However, the innovation and creativity that patents are supposed to protect is being 
threatened by purposely evasive and deceptive blanket demand letters and abusive litigation 
practices. According to one study, lawsuits by patent assertion entities have increased at an 
alarming rate - in fact, 62% of all patent lawsuits filed in 2012 were cases brought by patent 
assertion entities. In addition, these lawsuits rarely have merit: they lose 92% of merits 
judgments. The bottom line is patent litigation abuse imposes high costs on American 
businesses, wasting precious resources that could instead be utilized for research, 
development, job creation and economic growth. 

This phenomenon of patent trolls has hit companies all over the country, and they've targeted 
my state of Iowa as well. I recently met with a group of lowans in Council Bluffs to hear their 
stories. I've received a number of letters from lowans frustrated with these abuses. According 
to one Iowan, "this practice is now completely out of control." 

Let me quote from a letter I received from over ten groups representing a wide swath of 
businesses In Iowa. 

They write, "Fighting frivolous and burdensome patent lawsuits threatened and filed by patent 
trolls is an expensive distraction for a large cross-section of Iowa businesses. Rather than focus 
their efforts on important economic development catalysts such as Innovation, Job creation, 
and business growth, entrepreneurs and business owners from all industries and sizes are more 
frequently finding themselves diverting valuable attention and limited resources to defending 


1 



62 


expensive and unnecessary legal threats by patent trolls. Indeed, businesses, everyday lowans, 
and Iowa's economy as a whole are adversely affected by the trolls' seemingly endless barrage 
of legal threats and frivolous suits. The trolls' misguided and unbridled mischief unnecessarily 
drives up costs that are, in part, passed on to Iowa's hardworking families and consumers." 

These groups are supportive of Congress taking action because they believe "meaningful 
reforms that make it difficult for patent trolls to continue their destructive business models, 
improve patent quality, and streamline patent infringement disputes will drastically reduce 
costs for Iowa businesses." 

Other letters from lowans describe their experiences with patent trolls. Quotes from some of 
these letters - according to BettrLife in Urbandale, "we must find a way to strengthen the 
requirements around patent infringement so unscrupulous lawyers can't work through loop- 
holes to take resources and dollars from companies that are trying to make a positive impact on 
businesses in their community and the overall economy." 

According to Kinze Manufacturing in Williamsburg, their patent troll experience "has left a 

lasting impact Contract negotiations with suppliers and service providers now routinely 

include allocation of liability in the event of patent trolling. These negotiations require 
additional resources and delay research, development and production of new products. This 
slows farmer's access to the latest technology. Technology which will help them get more out 
of every acre while reducing their costs and protecting their soil." 

According to Kum & Go based in West Des Moines, claims of patent trolls have cost the 
company "thousands of dollars in legal fees and corporate counsel has wasted numerous hours 
dealing with these frivolous claims -time and money that should have been spent on core 
business functions." 


I've also heard from lowans that are concerned about the ability of patent holders to protect 
their intellectual property rights and enforce them against infringers. While they agree that 
litigation abuse does occur in the patent system, they're concerned that certain proposals will 
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undermine the ability of legitimate patent holders to enforce their patent rights. These 
constituents include Iowa State University, the University of Iowa, and independent inventors 
Robert Rees and Paul Morinville. 

I agree that it's important to maintain the right balance between protecting the rights of 
legitimate patent holders and protecting against abusive practices and weak patents. We need 
to preserve patent property rights and valid patent enforcement tools which will promote 
invention, while targeting bad actors and their tactics that target and shake down businesses 
with weak and frivolous claims for a quick payday. This will strengthen our patent system and 
benefit inventors, businesses and consumers alike. 

Mr. Chairman, Td like to put in the record letters from Iowa constituents, both expressing 
support and concerns with the various proposals we are considering in the Senate. 

I also have for the record letters from the National Retail Federation and Stop Patent Abuse 
Now Coalition expressing concerns with the customer stay provision as currently drafted in the 
House and Senate bills. 

Doing something about the abusive practices plaguing our patent system is important to 
keeping the United States competitive, creating jobs and boosting our economy. Members on 
both sides of the aisie agree that this abusive patent litigation hurts the ability of businesses to 
expand and flourish, and undermines the integrity of our patent system. Tm encouraged that 
the House passed the Innovation Act by a large margin, and the White House issued a 
statement in support of that biil. 

Mr. Chairman, I look forward to working with you to pass meaningful legislation to alleviate the 
problems that many of our constituents are dealing with and that are harming our economy. 
Thank you. 
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Prepahed Statement of Hon. John Cornyn 


Mr. Chairman^ I wish i could stay and engage with the fine witnesses before the 
committee, but I have other obligations. 

I did want to at least briefly stop by to say that this is a very important issue and to 
ask if I could submit written questions to the witnesses. 

Those questions emphasize that litigation is the alternative to arbitration. 

The bill before us would not only prohibit arbitration, but actually terminate 
arbitration agreements that parties have already entered into. 

Before taking a dramatic step like that, we must consider whether the alternative of 
litigation would be even worse in various respects than what critics say about arbitration. 

is the case against arbitration so complete, and the alternative of litigation so much 
better, than we should prohibit arbitration clauses altogether? 

I am very skeptical about the answer but want to explore that with the witnesses 
through the written questions I will submit. 


Thank you, Mr. Chairman. 
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“Protecting Small Businesses and Promoting Innovation by Limiting Patent Troll Abuse” 

Senator Comvn Statement 

Chairman Leahy and Ranking Member Grassley, I want to thank you both for calling this 
hearing and for your leadership on this critical issue. 

The interest in this hearing and the outcry we’ve all heard from our constituents testify to 
the need for meaningful patent reform. The House of Representative’s recent passage 
of the innovation Act - by an ovenvhelming 325-91 - and the Administration’s support 
for that bill testify to the depth of the problem, the breadth and bipartisanship of support 
and the kinds of solutions we need. 

The Constitution empowers Congress to “To promote the progress of science and 
useful arts, by securing for limited times to authors and inventors the exclusive right to 
their respective writings and discoveries.” 

Patents play a crucial role in encouraging the innovation that helps make our country 
great. However, the recent growth in patent litigation now threatens the very innovation 
patents were created to protect. That is a result the Founders did not intend and one we 
must prevent. 

The problem we face is characterized by “patent trolls,” and it is the direct result of rules 
that create an imbalance in the costs of litigation. Whereas a troll can threaten or begin 
an infringement lawsuit for little more than the cost of stationery, defendants, particularly 
small businesses, must invest time and resources into hiring attorneys, going to court 
and producing discovery. Facing these costs, most defendants simply settle - which, in 
turn, makes the trolling model profitable. This is nothing more than legal extortion. 

The costs are not limited to extorted settlements. The threat of patent litigation keeps 
businesses from growing and innovating, killing jobs in the process. 

Take the recent experience of Whataburger, a great Texas company and, sadly, an 
exemplar of how out of hand this problem has become. 
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When Whataburger wanted to offer WiFi in its restaurants in response to customer 
demand, it learned that the provider was in litigation with a patent troll that was also 
targeting customers. Having dealt once before with a troll, Whataburger set aside plans 
for offering WiFi. 

More recently, Whataburger was sued by a troll for placing a menu on its website that 
allowed users to tally up the fat and calories of the selected items. After a year of 
litigation and thousands spent on discovery, the court has still not held a Markman 
hearing - it still hasn’t ruled on what the patent even means. 

This is a hamburger company, Mr. Chairman! 

That is one example why I have introduced the Patent Abuse Reduction Act, S. 1013. 
My bill would make changes to balance costs of patent litigation and deter bad actors 
while ensuring that legitimate patent holders still can defend their intellectual property. 

The reforms I propose are common sense. S. 1013 would require the plaintiff to give 
adequate notice to defendants so that they can evaluate why they are being sued. 

it would permit the court to join a party making money off the lawsuit where the plaintiff 
has little interest other than litigation. 

S. 1013 would limit discovery until “claim construction,” where the court determines 
what rights the parties are litigating. 

it would allow parties to get the basics of what they need to litigate for free, but require 
them to pay if they want more. 

These latter two provisions would ameliorate the imbalance in discovery costs 
underlying the troll economic model. 

Finally, S. 1013 would require courts to make non-prevailing parties pay the fees of the 
prevailing party, unless the claims and conduct of the parties were reasonable and 
justifiable. 
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Together, these reforms will provide American companies with meaningful relief from 
patent litigation abuse without prejudicing the rights of responsible intellectual property 
holders. 

That is Why they enjoy wide support. 

Mr. Chairman, I’d like to add to the record some letters and statements I have received 
in support of my bill and its reforms. 

From Texans like the Austin Technology Council; JCPenney; Rackspace; and Texas 
Association of Business. 

From innovators like the Application Developers Alliance; the Coalition for Patent 
Fairness; the Computer and Communications Industry Association; the Consumer 
Electronics Association; the Internet Association; the Internet Infrastructure Coalition; 
the Software and Information Industry Association; and the Semiconductor Industry of 
America. 

From old fashioned American businesses like the members of the National Retail 
Federation. 

From the experts . 60 law professors who write about intellectual law and policy. 

Mr. Chairman, I’d also like to introduce a letter we received two months ago, in support 
of the ideas in my bill. This letter is signed by over 60 companies and industry and 
advocacy groups , from across the political and industrial spectrum, from Facebook to 
Ford Motor. 

The companies on this letter are located in many states represented on this committee: 
Alabama, California, Texas, Illinois, Connecticut, Hawaii, New York. And elsewhere. 

Mr, Chairman, there are more statements and letters I could offer. 

But the strongest statement came just two weeks ago, from the House of 
Representatives. The Innovation Act, which includes the concepts in my bill, passed by 
an overwhelming margin. 
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What is more, the Administration issued a statement in support of the Innovation Act. 

Mr. Chairman, American businesses are clamoring for meaningful reform. The 
American people are, too. I urge you to work with me on commonsense ideas that will 
deliver meaningful reform. 
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Prepared Statement of John Dwyer, President and Chief Executive Officer, 
New England Federal Credit Union, Williston, Vermont, on behalf of the 
National Credit Union Association 


it CUN A 

Credit Union Nationai Assotiation 


TESTIMONY 


OF 

JOHN DWYER 

PRESIDENT AND CHIEF EXECUTIVE OFFICER 
NEW ENGLAND FEDERAL CREDIT UNION 
WILLISTON, VERMONT 

ON BEHALF OF THE 

CREDIT UNION NATIONAL ASSOCIATION 
BEFORE THE 

COMMITTEE ON THE JUDICIARY 
UNITED STATES SENAI'E 

HEARING ON 

PROTECTING SMALL BUSINESSES AND PROMOTING INNOVATION 
BY LIMITING PATENT TROLL ABUSE 

DECEMBER 17, 2013 


fcuna.org OPHffc vVjrhingrcn.DC • ‘.VH^ower 



70 


Testimony 

of 

John Dwyer 

President and Chief Executive Officer 
New England Federal Credit Union 
Williston, Vermont 
On behalf of the 

Credit Union National Association 
Before the Committee on the Judiciary 
United States Senate 
Hearing on 

Protecting Small Businesses and Promoting Innovation by Limiting Patent Troll Abuse 

December 17, 2013 


Chairman Leahy, Ranking Member Grassley, and Members of the Committee: 

Thank you for inviting me here to testify at today’s hearing. My name is John 
Dwyer, and I am President and Chief Executive Officer of New England Federal Credit 
Union, a member-owned not-for-profit financial cooperative headquartered in Williston, 
Vermont. Nearly 89,000 members have entrusted us with $982 million of their assets. I 
am testifying today on behalf of the Credit Union National Association (CUNA), the 
largest credit union advocacy organization in the United States, representing nearly 90% 
of America’s 6,800 state and federally chartered credit unions and their 98 million 
members. 

Mr. Chairman, the mere fact that someone like me is here today is emblematic of 
how the problem of patent trolls has gotten out of control. I am an accountant by trade, 
serve a relatively small community that I love, and with the supervision of my volunteer 
Board of Directors, am in the business of empowering our member-owners to make good 
financial decisions so they can improve their overall quality of life. 

Although my institution sometimes buys technology to use in the service of our 
members, until about a year and a half ago, patents are not something that ever crossed 
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my mind. I believe that is what Congress intended when it created the patent system to 
begin with. Financial institutions like ours are the quintessential end-users of technology. 
Every piece of technology we have in our institution was purchased with good money 
from a reputable vendor, who we assumed was selling us something free of any claims 
like these. Legal issues are also generally something that we try our hardest to avoid; 
although we operate in one of the most highly regulated sectors of our nation’s economy, 
we operate without an attorney on our staff 

My institution is now in the middle of expensive discovery in a patent 
infringement case I never could have imagined related to our 23 ATM machines. A total 
of 25 financial institutions, gas stations, and convenience stores from at least six states 
are or have been part of this case. The case has been a costly and distracting headache, 
and due to the fact my case is pending, 1 hope the Committee can appreciate that there are 
certain things I w'on’t be able to discuss with you today. 

But I am happy to discuss how 1 got here, beginning with an ill-researched, vague 
demand letter from a company that has made a business out of what, in my opinion, in 
another context, might look like extortion. It’s a business model that has become a drain 
on the economy, one that tens of thousands of American financial institutions and small 
businesses hope this Committee will commit to stopping. During my testimony today, I 
will focus my remarks on my own experience with demand letters, and what the 
Committee can do to address the problems, including clarifying the Federal Trade 
Commission’s (FTC) enforcement authority, increased transparency requirements, and 
providing protections to end-users of technology. 

A Business Model Based on the Cost of a Stamp: Unfair and 
Deceptive Demand Letters and their Harmful Effects 

In June 2012, my credit union received a letter from an entity vaguely suggesting 
that one or more of our ATM machines infringed one or more of 1 3 patents. The letter 
did not specify which of our, at that time, 2 1 ATM machines it believed infringed, nor 
did it link specific ATM machines to specific patents. In fact, it was obvious to me that 
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the entity and its lawyers performed little or absolutely no research prior to demanding 
money from our credit union, as the letter was addressed to my predecessor, who 
departed our credit union a full two years earlier. It had other elements that pointed to it 
being a form letter, as it referred to us as a “bank,” even though, as a credit union, we 
have a different legal structure, are supervised by a different regulator, and have many 
other ways in which we are substantively different from other types of financial 
institutions. 

The letter also contained absolutely no information as to why the entity believed 
we infringed, leaving us with no way to evaluate the claims. Rather, the letter provided a 
simple list of patent numbers. It also did not provide us with a comprehensive list of 
prior licensees, so we could not tell if the manufacturer of our ATMs entered into a 
licensing agreement in the past. The letter also did not include a key fact that we later 
learned: two months earlier, many of the patents on that list were declared invalid by the 
Federal Circuit, after being held invalid at the Patent and Trademark Office (PTO) and by 
a district court years before. 

Nevertheless, I consulted with a lawyer and conducted due diligence both into the 
patents and the way our machines work, learning that the way modern ATMs function, 
there was no possible way our ATMs could infringe. I wanted to confirm a few things 
with our ATM vendor, however, and dispatched a reply letter to the troll in July 2012 
asking for more time to evaluate the claims. 

In October, I received another letter from the entity, again addressed to my 
predecessor, which again repeatedly referred to us as a bank. This letter did not 
acknowledge my earlier reply. It merely included the same list of patents, including 
those held invalid at the Federal Circuit, and more explicitly threatened litigation if we 
could not “amicably settle this matter.” 

During this letter writing campaign, a scary feeling was wondering if I was alone. 
When you receive a series of letters like these, you begin to think that maybe the author 
knows something you don’t. Perhaps, you think, the author personally visited one of 
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your ATMs while he was on vacation, and recognized something that triggered an 
infringement claim in his mind. I’m not a lawyer, but I knew litigation is expensive, 
risky, and time consuming, so I started to wonder whether I was better off just writing a 
check to make the issue go away. 

Before doing so, I reached out to our state trade association to see if other credit 
unions were receiving similar demands. I learned that nearly every other credit union 
across Vermont received similar letters, including, amazingly, some that do not own or 
operate ATMs. 

I also sit on the Community Depository Institution Advisory Council for the 
Federal Reserve Bank of Boston. Through this group, I learned numerous financial 
institutions across New England received the exact same letter. I started to conclude that 
the business model of this entity was to take a directory of financial institutions, dump it 
into a mail merge program, send out letters, and wait for the settlement checks to roll in.- 

The troll has recently turned up the heat in its rhetoric. The troll is now sending 
an initial letter offering “a special one-time limited time offer for smaller Banks such as 
yours to receive a fully paid up sub-license” for $2,000 per ATM. (Emphasis in original). 
Frankly, this language sounds a bit more like a late-night infomercial than a serious 
attempt at dispute resolution. For my institution, this demand would be $46,000 based on 
our current number of ATMs. Should the financial institution fail to respond, they 
receive a follow-up letter stating that the entity is prepared to file suit “if we are unable to 
reach an amicable resolution,” and attaching the front page of a draft “complaint,” 
containing nothing more than a case caption. In addition, the second letter states that the 
price to reach a settlement has increased to $5,000 per ATM - an amount 250% higher 
than the initial demand. For my institution, this demand would be $1 15,000 based on our 
current number of ATMs. 

In addition, the troll has recently become more aggressive at filing suit. In 2013, 
this entity actually filed a case against a New York credit union that has no ATMs. We 
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are unaware of a single instance where this entity has prevailed when it has decided to 
actually go to court. 

CUNA believes that the troll has sent many hundreds, if not thousands, of demand 
letters across the Northeast, Southeast, and Midwest — ^perhaps coast to coast. Financial 
institutions are also not unique. A 2013 White House report noted that one patent troll 
sent eight thousand demand letters to coffee chains, hotels, and retailers seeking 
compensation for use of Wi-Fi equipment made by several manufacturers that the patent 
troll alleged to infringe on its patents. 

Economic Realities 

These letter writing campaigns work because trolls know that an early settlement 
is much, much cheaper for a defendant than fighting. In almost every case, just to pick 
up the phone to consult a patent lawyer to determine the validity of the infringement 
claim and evaluate the demand costs tens of thousands of dollars. Litigation, whether in 
court or before the PTO in a covered business method proceeding, is even more 
expensive— and in the latter, as discussed below, the fees just to bring the proceeding 
could exceed the cost of the demand. Although it violates one’s basic sense of right and 
wrong, paying up makes some economic sense for a credit union of my size. 

It is because of their size that small financial institutions are especially vulnerable. 
Banks and credit unions are filled with staff in the business of managing risk, and in 
targeting small institutions that may not have a lawyer on staff competent to evaluate the 
claims, demand letters are sure to reach a captive mass of people who will be afraid of 
getting sued. Community bank and credit union CEOs like me will be willing to do 
almost anything to avoid the risk and uncertainty litigation creates. 

Unchecked, the problem of demand letters will deter institutions like mine from 
using new technologies at all. The technologies for which patent demand letters and 
litigation have become common against credit unions and community banks include 
some of the things that make financial services most accessible to consumers - ATMs, 
online and mobile banking, remote check capture, and check processing, just to name a 
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few. CUNA has received calls from credit unions worried about making things like 
smartphone applications available to their members because they are afraid of getting 
sued. Many institutions will decide these technologies - however much they help their 
members - aren’t worth the risk. If that happens, consumers lose. 

Solving the Demand Letter Problem 

CUNA strongly supports Section 5 of the Patent Transparency and Improvements 
Act of 2013, and though it is not a silver bullet that would solve the demand letter 
problem, appreciates its inclusion in the introduced legislation. The provision would 
clarify that the Federal Trade Commission has enforcement authority over patent trolls 
that operate in unfair or deceptive ways, but it does not provide the FTC with the ability 
to make rules in this area. We believe the FTC should have the ability to evolve in its 
enforcement powers as trolls evolve, and rulemaking authority would provide the agency 
with the means to do this. 

Increased Transparency and Disclosure Standards in Demand Letters. In the 
same way heightened pleading requirements can help keep frivolous lawsuits out of 
court, minimum disclosure standards would help ensure that only demand letters truly 
asserting a potentially valid claim of infringement are sent. This would also benefit small 
businesses and small financial institutions by providing them with information necessary 
to evaluate the merits of the demand. There are a variety of requirements the Committee 
could consider, including some or all of the following; 

1) A detailed description of each patent allegedly infringed and each claim of each 
patent that is allegedly infringed; 

2) Each claim must include a detailed description of which product, feature, method 
or process is allegedly infringed, including the name or model number; and how 
the terms of the asserted claim correspond to the functionality of the accused 
product/method; 

3) A description of the direct infringement, the acts of the alleged indirect 
infringement that contribute to or are inducing direct infringement; 
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4) A description of the right of the party alleging infringement to assert each patent 
identified and patent claim identified; 

5) A description of the principal business of the party alleging infringement and 
ownership of the principal business; 

6) A detailed description of any past litigation involving direct or indirect 
infringement and the status or validity of each patent infringed; and 

7) The party alleging infringement must identify and disclose any licenses associated 
with the asserted patent. 

Registry, In addition, an entity that sends more than 1 0 demand letters in a single 
calendar year should be required to enter all letters into a registry that would be publicly 
available and maintained by a federal agency, perhaps the PTO or FTC. This is 
important for a variety of reasons. First, it would provide businesses that receive a 
demand letter with the ability to communicate with one another. Knowledge is power in 
these situations, and knowing who else is dealing with the same problem from the same 
entity provides information necessary to get others to join in your fight. This would 
allow the efficient forming of joint defense groups to pool knowledge and strategy, assist 
small businesses in identifying competent counsel familiar with the specific troll at issue, 
and could reduce defense costs. A registry would also provide the FTC with the 
information it needs to conduct enforcement proceedings against abusive trolls, and 
would also remove one of the biggest factors of intimidation - the fear that you, alone, 
are being targeted. 

End-User and Indemnification Issues 

As noted above, credit unions and banks are mainly buyers or end-users of 
technology and rarely develop it themselves. A particularly frustrating problem for small 
financial institutions, including mine, is that the vendors that sell us the technology very 
often refuse to stand by it when an infringement claim is brought. In my case, the 
manufacturer of our ATMs explicitly told us that we are on our own in defending this 
case. CUNA understands that other vendors, particularly those that make key 
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technologies necessary for financial institutions to operate in a safe and sound manner, 
are now explicitly disclaiming any representation or warranty as to intellectual property 
in their agreements. I find this trend troubling for a variety of reasons, especially because 
vendors are in the best position to know who has the best prior art, what licenses they 
entered into when they manufactured their technology, the terms of those licenses, and 
how the technologies they built work from the ground up. Some companies, such as 
Cisco Systems, have made it a very public priority to defend their customers, and they 
should be commended for doing so. We worry, however, that companies like Cisco are 
the exception, rather than the rule. 

We appreciate the efforts to address the concerns of end-users in Section 4 of the 
Patent Transparency and Improvements Act of 2013. However, we encourage the 
Committee to go further. Because this section makes a stay of a customer’s infringement 
case available only if the manufacturer consents in writing, it may not address the 
problem faced by many end-users. Indeed, if the trend of technology service providers 
refusing to stand behind their customers eontinues, we expect few will consent. We 
believe that adding a right of contribution and/or mandatory joinder to the patent law 
would enable a more equitable distribution of liability between end-users and suppliers. 

Enhanced Pleading Standards 

For many of the same reasons minimum demand letter disclosure standards will 
provide much-needed transparency related to the merits or weaknesses of a demand, 
enhanced pleading standards will give would-be defendants better information able to 
make determinations regarding licensing or litigation. CUNA commends Ranking 
Member Grassley and Senator Comyn’s efforts in this area. The limitations on discovery 
and fee shifting in their bill would also help balance the costs of litigation, and would be 
of great benefit to credit unions like mine when confronting cases like these. 

Covered Business Method Patent Program 

We also urge the committee to make improvements to the Transitional Program 
for the Review of Covered Business Method Patents (CBM), which was created in 


9 



78 


Section 18(a) of the America Invents Act of 2011. As implemented by the PTO, the 
program is out of reach to most small financial institutions because the filing and post- 
institution fees charged by PTO together are more than $30,000. This is more than the 
total settlement amount involved in msmy of the cases confronted by small financial 
institutions, and comes before the substantial legal fees involved in bringing the case to 
the PTO. We urge the Senate to follow the lead of the House and grant the Director of 
the PTO the authority to waive the program fees to accommodate community banks and 
credit unions. 

We also encourage the Committee to follow the lead of the House and include 
language in any Committee Report that clarifies that a demand letter or other pre- 
litigation communication suggesting that infringement may have occurred can trigger the 
right to bring a Section 18 proceeding. While we understand this was Congress’s intent, 
outside patent attorneys involved in CBM cases advise us this is not always the case in 
the real world; much depends on the substance of the demand letter. It is our 
understanding that the key question is if an entity has been “charged with infringement” 
in the demand letter such that the petitioner would have standing to bring a declaratory 
judgment action in federal court. A vague demand letter that does not explicitly say 
something to the effect of “you infringe” may not meet the PTO’s standard. As trolls are 
savvy, they may word the letter such that it may not rise to the level of being charged 
with infringement. 

We also share the views of many other members of the financial services industry 
in encouraging the Committee to make the CBM program permanent, and commend 
Senator Schumer’s efforts to do this. We believe that to artificially constrain the program 
is to ensure that low-quality business method patents remain in the hands of trolls. 

Conclusion 

Mr. Chairman, for those operating community-based financial institutions, 
demand letters represent a great and growing threat. We applaud the Committee for 
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addressing these issues and recognizing the threats demand letters can pose to end users 
of technology. 

On behalf of America’s credit unions and their 98 million members, thank you 
very much for allowing me to testify at today’s hearing. I am happy to answer any 
questions the Members of the Committee may have. 


II 
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Printing Industries of America i Advancing Graphic Conirmmicalions 


I. Introduction 

Thank you, Chairman Leahy and Ranking Member Grassley. It is a privilege 
to address the members of the Judiciary Committee on an issue very near and 
dear to the printing industry in America. Protecting small business and 
promoting innovation are passions of mine; therefore, I am pleased the 
Committee is examining the harm caused to both by abusive patent 
practices in this country. 

Pure and simple, printers promote free speech. Our mission is entirely 
compatible with the promotion of progress and the useful arts which is the 
constitutional beacon of this nation’s copyright and patent laws. Print is also 
the proverbial “poster child” for Main Street and small business. 

Today I’m speaking on behalf of America’s largest trade association 
representing the printing and graphic communications industry. There are 
more than 30,000 individual printing plants in this country in virtually every 
city and town in America. The average printing company employs just 27 
workers and more thanbO percent of printing companies are family-owned 
businesses - a statistic to which I know the Chairman can relate personally. In 
aggregate, we employed over 800,000 workers and in 2012 shipped over $147 
billion in products. 

Print is an historic industry that traces its roots to Johannes Gutenberg and 
Benjamin Franklin; yet, its modem face is high-tech and innovative - it must 
be in order to survive. Today’s print marketplace is all about using a cross- 
media mix to drive the economy. Companies are transforming themselves 
well beyond the traditional stereotype of a printer. They set up digital 
storefronts to make it easy for customers to order print over the Web; execute 
personalized marketing campaigns for customers that integrate print, digital 
communications, and social media; and offer a host of other services such as 
database management and fulfillment. Digital printing as a process has 
grown from just under one percent of the overall printing industry in 2009 to 
10.6 percent in 2010 - and continues to be one of the fastest growing 
segments in our industry. In fact, many printing firms are changing their 
company names to reflect the new world of integrated communications. 
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Unfortunately, we’re also an industry that has attracted the damaging attention 
of patent assertion entities (PAE) or “patent trolls.” I realize that there 
is no concrete legal definition of a patent troll, so my testimony will be based 
on the belief that a PAE is a company whose business model is to 
obtain patents primarily to pursue licensing fees and/or litigation against 
manufacturers that are already using a patented technology. Patent trolls in our 
estimation do not innovate, do not promote economic growth, and do 
not contribute to the greater good of education or scientific research. Most 
importantly, patent trolls do not create jobs - our businesses do . 

Patent trolls are increasingly aggressive and more and more predatory. A 
study commissioned by the US Government Accountability Office found 
trolls now account for almost 60 percent of patent infringement lawsuits in 
America. In 201 1, patent troll activity cost the US economy $80 billion dollars 
and productive companies made $29 billion in direct payouts. In 2012, trolls 
sued more non -tech companies than tech, spanning a wide range of industries. 
Given all of this activity, it was only a matter of time before trolls began 
targeting America’s quintessential small business industry - the printing and 
graphic communications industiy — an industry in transition and one which 
employs new developing technologies every day. 

11. Patent Trolls Target the Printing Industry 

Prior to 2013, it was relatively unknown for printing companies to be accused 
of patent infringement. That is no longer the case. Owners of patents covering 
Quick Response (QR) codes, scanning, computer-to-plate workflow, and 
online ordering are all approaching printers demanding a licensing fee or 
threatening costly litigation. Currently we know of eight patent owners - 
many of which may be considered trolls — that are seeking licensing fees from 
printers. All encounters follow a similar path, with printers receiving a mailed 
letter, often from an attorney, alleging infringement of a specific technology 
used in the company’s administration, production, or customer 
communications. The letter briefly describes the patents and technology in 
question and offers to provide a license for their continued use. The fee may 
be identified and the threat of a lawsuit is either stated or implied. Rarely will 
the patent owner provide specific evidence of infringement and the specific 
claims at issue. 
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For small printers especially, this is often their first experience with patent law 
and civil litigation - not to mention “trolling” - and they are astounded at the 
dollar figures included in these demand letters. One common demand letter 
issued to a Kansas printer with just 40 employees asked for a $75,000 
licensing payment within two weeks of issuing its notice; after two weeks, the 
letters indicated the amount would rise to $95,000. 

Needless to say threats of litigation are intimidating and place undue stress on 
an industry already struggling with low profits and challenging demand. The 
general estimate is that printers are forced to spend between $10,000 
to $15,000 initially just to hire lawyers to investigate the claims of their 
apparent infringement. This is on top of anywhere Ifom 125-150 hours 
printers must devote to this activity. One of our members in Colorado reports 
that he has a two-inch pile of patent claim charts on his desk; his company is 
already in its six month of ongoing patent troll activity. 

Keep in mind, Mr. Chairman, that these are job creators in the manufacturing 
sector; these are not attorneys. Yet, there are now dozens upon dozens of 
printing company owners who have been forced to become patent ligation 
experts. As the president of one Virginia printing company aptly stated: 
“Patent trolling is a colossal distraction and. . .a drain on everybody.” 

in. Patent Trolls Chill Growth & Innovation in the Printing Industry 

In our estimation, the stock-in-trade of patent trolls are software- and 
computer-related patents that have broadly written claims addressing the 
method of accomplishing certain activities. The patents are often years old 
with trolls asserting that their patents cover technology that has already 
advanced a generation or two since the patent was issued. In my written 
statement. I’ve included a chart that details the known patent infringement 
actions against the printing industry, but I would like to highlight three 
examples: 

Computer-to-Plate Technology : This patent relates to how a digital file, like a 
PDF file, is handled and manipulated in a print production operation up until 
the time it is used to image a printing plate. This method of digital workflow 
and plate imaging was new in the 1990s when the patent was issued but has 
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become ubiquitous in the industry now . We believe there is compelling 
evidence to support that it should never have been issued to begin with and 
have a petition to this effect before the United States Patent & 

Trademark Office (PTO). Fast forward 15 years later, however, and a shell 
company run by lawyers, which acquired the antiquated patent and which has 
no technological or innovative tie to the patent, has issued demand letters to 
printers all over the United States seeking licensing fees or threatening 
litigation. At least 35 of these companies have been sued. 

Web-to-Print TechnolosV - In this case, the combined patents describe the use 
of an on-line system for pricing and accepting orders, accepting payment, 
checking inventory, preparing shipments and more. Thousands of companies 
inside and outside of the printing industry use this general method of 
accepting orders on-line today. To date, we know of seven printers - that have 
been sued based on this technology. Ironically, they are being sued based on 
technology methods invented in the mid-1990s to accept orders for products 
other than what our members produce. Essentially, the claims are from a pre- 
Intemet era where nobody used a web portal to conduct business. The patent 
troll in this case will not even reveal how much the licensing fee is until a 
printer signs a non-disclosure agreement with it. So far, the printers in 
question have refused to sign. 

OR Code Technolosv : This patent deals with a use of an “indirect link” - 
using a short URL, such as TinyURL, bitly, or any other shortener in a QR 
Code. Quick Response Codes are proven to make print advertisements and/or 
product packaging more effective. In fact, I would bet if you perused the 
advertising mail delivered to your homes today, you would find a printed 
catalog, a sales circular, a coupon, or even a political fundraising 
envelope with a QR Code on it. QR Codes are also commonly used in printed 
magazines and on billboards. The patent infringement cases related to these 
patents made news this year when well-known craft store chain Michael’s was 
hit with a lawsuit for using QR codes in its printed circulars. Other brand 
name companies, such as Taco Bell and Bed, Bath & Beyond, have been sued 
as well. In an effort to embrace cross-media offerings that link printed 
material to mobile devices, printers flocked to offer QR codes and purchased 
the technologies and software from leading multi-billion dollar software 
companies. The current threat of litigation, though, now means that small 
printers may have to pull back on this competitive, high-tech offering due to it 
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becoming a litigation trap. If you’re a small business owner with no in-house 
attorney, is it worth the risk of being targeted? Many have concluded it is not. 

I cite these three examples because, Senators, I can assure you that if you ask 
small printers in the states you represent, the vast majority will tell you they 
consider using the above technology essential to their business growth and 
success. That they now even fear being competitive because of patent trolls 
who have no intellectual or innovative skin in the game is reprehensible in our 
view. 

IV. Legislative Solutions to Combat Patent Troll Attacks on Printing 
Industry 

Printing Industries of America commends this Committee for exploring 
legislative solutions to address the complexities of patent law, and we 
encourage a healthy debate on these ideas. Our overriding view is that 
legislation should deter patent trolls from the outset to protect printing 
companies from ever becoming part of the cycle of abusive patent 
litigation. However, if printers do in fact find themselves involved in 
extortionate legal situations, we hope that new laws will be in place to provide 
less costly, less burdensome courses of defense. 

Solutions we support include: 

Bad Faith Demand Letters 

One of the fundamental problems with the current patent litigation system is 
the inherent vagueness that permeates it. Parties are able to send ambiguous 
letters en masse to industry members, such as those I have described received 
by members of the printing industry, demanding exorbitant sums of money. If 
a member company should have the fortitude to refuse these demands, they 
learn little more about the patent in question, the nature of infringement, or the 
party asserting the patent in the notice of suit. We believe a simple solution to 
this is to require parties asserting patent rights to include more information, 
both in the demand letters and in the pleadings they file. 


Sections ofS, 1720, the Patent Transparency and Improvement Act of 2013, 
introduced by Senators Leahy (D-VT) and Lee (R-UT), is directed at 
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fraudulent or misleading patent demand letters. Specifically, it is focused on 
the increasingly common practice of PAEs blanketing entire populations of 
potential patent infringers with unspecific written notices of potential 
infringement seeking remuneration. Oftentimes, these demand letters don’t 
include information as to what the allegedly infringed patent covers or what 
the party receiving the notice is doing that infringes upon it. 


Section 5 clarifies that the Federal Trade Commission (FTC) has the authority 
to target such abusive conduct as an unfair and deceptive trade practice. It is 
carefully crafted to avoid impinging on legitimate licensing activity by 
inventors and patent owners seeking to protect their rights. Because the 
FTC’s mission is to prevent business practices that are deceptive of unfair to 
consumers, and to accomplish this without unduly burdening legitimate 
business activity, we believe that it is appropriate to enhance its enforcement 
authority. 

This deceptive behavior at the core of bad faith demand letters 
is unacceptable. It does nothing to further the “arts and sciences” as the 
Founding Fathers envisioned of our patent system, but rather is increasingly 
the source of drag on our economy. 

Heightened Pleading Requirements 

Unfortunately, though, the lack of information in demand letters seems to be 
just the begirming of where the current patent litigation system falls short, in 
terms of providing information to the parties experiencing it. Another area 
that we believe could be improved is the pleading standard for patent 
infi-ingement cases, which is currently far too low. Under current law, a 
patentee may file a complaint for patent infringement merely alleging that; (1) 
the court has jurisdiction; (2) the plaintiff owns the asserted patent; (3) the 
defendant is infringing that patent; and (4) the plaintiff notified the defendant 
of the alleged infringement. With respect to the third allegation (the statement 
of infringement), a patentee need assert only that the defendant has Imported, 
made, used, sold, or offered to sell a product “embodying the patented 
invention.” These sparse allegations fail to provide any notice as to what the 
patent actually covers, let alone what the defendant is doing that allegedly 
infringes upon it. This information is materially important for anybody, and 
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certainly member companies in the printing industry that are not as familiar 
with the patent system, to craft a response and legal strategy. 

Section 2 of S. 1013, the Patent Abuse Reduction Act of 2013, introduced by 
Senator Comyn (R-TX), requires more robust pleading requirements of patent 
infringement complaints to ensure that defendants are provided with full and 
fair notice of the asserted patent claims, the accused products, and the 
plaintiffs element-by-element Infringement contentions for each accused 
product. We believe that this provision will not only inject balance into the 
patent judicial system, but will actually improve the quality of patent 
litigation. Requiring parties asserting patent rights to conduct a proper pre- 
filing investigation will limit the number of frivolous and baseless suits ever 
initially filed in our courts as well as put accused infringers immediately on 
notice of the patentee’s infringement theories. This helps all interested 
parties — including the district court — understand the scope of the case from 
the start. 

Customer Stay 

We believe that it is imperative for legislation to address the sharp rise in the 
number of patent suits brought against end-users over the past several 
years. We have personally experienced the increasingly common PAE tactic 
of filing patent infringement suits against customers and/or users of a product 
or service, rather than the manufacturer or primary seller of the product or 
service. This is the nature of most of the suits brought against our smaller 
members. In testimony before the House Committee on the Judiciary on 
March 14, 2013, a member of this panel (Philip S. Johnson, Johnson & 
Johnson) aptly explained the prejudicial and coercive effects of current troll 
tactics to bring lawsuits against large numbers of printers, retailers and other 
end users rather than an original manufacturer: 

“This tactic takes advantage of the fact that such suits threaten defendants 
with the disruption of aspects of their businesses that are at best 
tangentially related to the invention which is the subject of the patent, 
and that each individual defendant has less motivation to litigate the issue 
to final conclusion that the manufacturer of the product at issue. The 
result can be to collect enormous sums as the result of a very large 
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number of small settlements whose cumulative value far exceeds the 
amount that could have been recovered from the original manufacturer.” 


In practical printing industry terms, our member companies are saying, “We 
didn’t write the code, we didn’t develop the process,we didn’t steal someone 
else’s idea. Instead, we purchased software from billion dollar corporations 
who may or may not indemnify us... And even if they do. I’m still going to 
spend tens of thousands of dollars.” A small printer in Kansas sums it up this 
way: “Everything I’ve done in this business has been ‘by the book.’ We go 
out and find a reputable vendor who has the technology we need and then we 
always buy the licenses and the maintenance agreements that go along with it. 
And now we’re essentially being told by the troll 'we don’t care what you did, 
you’re doing it wrong'." 

We believe that Section 5 of S. 1720 is a step forward in addressing these 
concerns. Although the courts currently may stay an infringement suit 
brought against customers and users down the distribution chain in favor of a 
suit against the manufacturer or supplier, many courts choose not to do 
so. Section 5 is designed to protect customers, who are targeted in patent 
infringement lawsuits by permitting the case against them to be stayed while 
the manufacturer litigates the alleged infringement. 

Covered Business Method 

Assertion of low quality, functional patent claims brought by trolls is another 
problem area that our member companies have faced first-hand this year. 
While Printing Industries of America was not involved in the patent reform 
debate last Congress, I do understand that the Covered Business Method 
(CBM) review program was implemented as part of the America Invents Act 
(AIA) as a solution to make it easier to have PTO review overbroad patents. 
CBM review offers an alternative to exorbitant litigation costs and 
allows businesses threatened over the same patent to pool resources to jointly 
file a CBM petition. However, the AIA limited CBM review to financial 
services patents that are non-technical. It is also a temporary program that 
ends in the year 2020. 

On June 4*, 2013, the White House Task Force on High-Tech Patent Issues 
aimounced Executive Orders related to patent trolls. The White House 
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acknowledged that software patent applications are key to stopping the 
issuance of low quality, overbroad patents often used by trolls. Known as 
“functional patent claims,” these allegations involve patents that claim a 
general idea. The advocacy group PatentPro gres s . org describes functional 
patent claims as “claims that drive us all crazy, where a patent just claims a 
general idea, like. . .filtering files that might be spam, or scanning documents 
and sending by email, or backing up your computer over a network.” It is the 
type of patent that trolls are using to attack the printing industry. For example, 
printers have received infringement claims for use of a functional software 
patent that allows for scanning equipment to send scanned images directly to 
email on an internal network or an FTP/SFTP site. While this particular PAE 
has sent letters to our member companies withdrawing claims following the 
action of deep-pocketed suppliers filing invalidation claims at PTO, it serves 
as an example of how patent trolls are wreaking havoc in the basic operation 
of printing companies. 

S. 866, the Patent Quality Improvement Act of2013, introduced by Senator 
Schumer (D-NY), also addresses this problem. S. 866 would expand and make 
permanent CBM review in current law to go beyond financial services 
products. As Senator Schumer explained in an op-ed in the Wall Street 
Journal on June 12, 2013, 

“The expansion of [CBM review] will benefit businesses in multiple 
ways. For any business that has actually been sued, it provides a cheaper 
exit strategy. More broadly, the veiy existence of this off-ramp will 
discourage trolls from suing. If a troll knows he can no longer trap a 
defendant in expensive and lengthy litigation, his interest in the suit will 
diminish substantially. And American businesses can get back to the 
work of innovation and growth, rather than frivolous litigation defense.” 


We support the concept of expanding CBM review in order to deter patent 
troll activity. We also realize that there is some controversy over this idea - 
and, in particular, dissent from our view by some of our valued supply chain 
partners - due to the question of how and/or if it is possible to separate “bad 
actors” from patent holders that do not proactively engage in trolling behavior. 
It’s clear, though, that the Senate should address the issue of patent 
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quality, and I encourage the Committee to work together to best achieve a 
consensus solution if at all possible. 


More Transparency of Patent Ownership 

Virtually all of the bills introduced to date recognize the need for greater 
transparency into who is the real party-in-interest for the patent. Section 3 of 
S. 1720 is drafted to promote transparency in patent ownership by requiring 
plaintiffs who file a patent infringement lawsuit to disclose patent ownership 
and financial interests. 

We are greatly encouraged Congress is taking such an active interest in the 
need to preserve the “grand bargain” of the patent system: namely, a party 
seeking exclusive control over an invention must disclose not only the scope 
of their invention but also who they are. Like real estate or other forms of 
property (e.g., an automobile), it is appropriate that government records reflect 
who owns patent rights. As another panelist (Dana Rao of Adobe Systems) 
explained during House testimony on March 14* of this year: “If anything, the 
expectation [of transparency] should be greater in patent cases given the 
ability to enforce that right through litigation and the strict liability for 
infringement.” 

We could not agree more. As honest small businesses without access to in- 
house legal counsel, end users - like printers — of patented technologies 
would greatly benefit from knowledge about the ownership and financial 
interests of our adversaries. 

Balancing Discovery Demands 

The printing industry currently faces a lose-lose situation of either settle with 
a patent troll for some high five or six-figure number or mount an expensive 
legal defense. For most who cannot afford to mount a multi-million dollar 
legal defense, the only choice they have is to settle. The high price of 
defending patent infringement lawsuits is due, in large part, to out-of-control 
discovery demands and costs. Under current law, even plaintiffs asserting 
meritless infringement claims often are allowed to impose expensive 
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discovery demands on accused infringers, even before the parties know what 
the patent legally covers. 


Section 4 of S. 1013 includes provisions address limiting discovery. As I 
stated previously, we have found that PAEs commonly bring lawsuits 
accusing broad swaths of the defendants’ businesses without any realistic 
expectation that they will pursue those assertions to trial. This practice creates 
high, unnecessary discovery costs for the defendants at the beginning of 
lawsuits. S. 1013 would limit discovery initially to the information necessary 
to resolve the claim interpretation dispute. As an initial matter, this would 
address the high cost of patent litigation by staying discovery until a court has 
had the opportunity to narrow a case to its appropriate dimensions and/or 
potentially decide a motion to dismiss based on the scope of the patent 
claims. By ensuring that parties are not faced at the outset of a case with 
extensive discovery demands that could end up having nothing to do with the 
case, we believe that more of our members will be empowered to fight 
frivolous claims of infringement rather than settle. 

Additionally, Section 4 of S. 1013 would limit initial discovery to the essential 
documents that both sides need in order to litigate their claims and defenses, 
such as information about the patents and core technical documents about the 
accused devices. We believe that this would direct courts to rein in out-of- 
balance discovery demands and require parties to anticipate and propose 
solutions for potential discovery abuses as an initial matter. Critically, this 
provision also requires that parties who later seek discovery beyond the core 
documents must pay for the costs of that discovery. Any party seeking that 
additional discovery must prove that it has the financial resources to pay for 
the discovery or post a bond with the court covering those costs. This 
provision is vital to protecting defendants from abusive litigation and is not 
only supported by the printing industry but an extensive cross section of 
industry, as demonstrated by a letter sent to Congress earlier this year that I 
have included as an attachment. Often PAEs have few, if any documents, 
while defendants are legitimate businesses with a large amount of 
information. By forcing defendants to produce documents, PAEs drive up the 
cost of litigation, forcing defendants to settle. This provision reduces that 
abuse. If PAEs really want additional discovery beyond what is necessary to 
resolve the litigation, then they should bear the cost of that discovery. 
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The cost of mounting a legal defense is increasingly a drain on our 
industry. As a printer in Colorado recently said, “The game is simple — sooner 
or later the patent holder expects that I’ll conclude paying them is cheaper 
than going to court. I don’t think that they really believe they have a patent 
covering what I do. Every conversation is about a settlement.” 

We believe, though, that reasoned and moderate reforms, such as ensuring 
balance in discovery demands, will ensure that small printers - and small 
businesses in general - have a fighting chance in the current system. 

Awarding Fees to Prevailing Parties 

We would encourage the Committee to consider amending the current Section 
285 of the Patent Code, which allows a party to recover fees and expenses in 
“exceptional cases.” Under current law, this standard, in practice, means that 
fees are almost never awarded, even in the most egregious of cases. As I have 
explained earlier, we believe that it is imperative to ensure that the system not 
only secures the ability for patent holders to protect their rights, but also the 
ability for those accused of infringement to defend themselves. By providing 
greater direction for courts to award fees to prevailing parties, we think that 
more of our members would choose to fight claims of infringement, rather 
than settle. Both the S. 1013 and S. 1612, the Patent Litigation Integrity Act, 
introduced by Senator Hatch (R-UT), recognize that end-of-case fee shifting is 
the simplest way to restore the proper financial accountability in the patent 
system by reducing the incentives to filing unnecessary, abusive, and 
burdensome litigation. 

Assistance for Small Printers: Education. Outreach, and Information Access 
Regarding small printers, today I have shared the confusion, 
exasperation, costs and diversion of resources experienced by small 
printers that are targeted by abusive patent practices. While small printers are 
not the type to come hat in hand to the govermnent for help in managing their 
companies, they do appreciate the intent of S. 1720 to direct the PTO to 
develop educational outreach and online assistance tools designed specifically 
for small businesses. Should a small printing company find 
itself as a defendant in a baseless patent infringement case, this assistance will 
provide great value. We support Section 6 of S. 1720. 
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V. Conclusion 

Without a doubt, both small business and innovation drive the spirit and 
economy of this nation, and both should be protected from abusive patent 
trolls. I commend the Committee for its action and bipartisanship on this 
issue. Clearly, there is a complex, critical intersection between technology and 
innovation, economic productivity and growth, and laws that protect valid 
intellectual property. I hope the debate in this committee room today and in 
future Senate proceedings will seek to balance these important goals. There 
won’t be one simple solution to reform our nation’s patent process, but, to 
borrow a phrase from President Obama, it’s critical that we build consensus to 
produce “smarter patent law.” 

Printing Industries of America looks forward to supporting that effort. I note 
for the record that all of our regional, state and local affiliated associations are 
also strongly supportive of this effort and I am including a letter to that 
effect. Again, thank you for the opportunity to address the Committee. I look 
forward to answering your questions. 
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Patents Infringement Actions in the Printing Industry 


U.S. 

Patent Owner (Lawfirm) Patent Technology Description 


standard Register, 
Markzware, Lykes 

Brothers 

{SklpPrint*/Maschoff 

Brennan) 

5,666.493 

5,963,641 

6,076,080 

7,050,995 

7,058,596 

Web-to-print, 

fulfillment, 

prefiighting 

The combined patents describe the use of an on- 
line system for creating an electronic catalog, 
pricing and accepting orders, accepting payment, 
checking inventory, examiningg and correcting flies, 
sending files to a print station, and preparing 
shipments. 

MPHJ Technology 
Investments (Farney 
Daniels) 

6,185,590 

6,771,381 

7,477,410 

7,986,426 

Scanned 

Images to 

Email 

Use of scanning equipment that sends scanned 
images directly to email on an internal network or 
an FTP/SFTP site. Petition to Invalidate patents filed 
by Xerox and Ricoh with USPTO. Letter sent to 
printers by MPHJ references agreement with Canon 
and sets aside claims. 

CreateAds (Bayard, P.A.) 

5,535,320 

Web'to-print 

Template-based visual design generation for 
creation of web to print materials 

NeoMedia Technologies 
(Global IP Law Group) 

6,199,048 

8,131,597 

QR Code 

Use of an "indirect link"— using a short URL such as 
goo.gl, TinyURL, bitly or any other shortener in a QR 
Code. Owner has gone after big name retailers. 

RAH Color Technologies 
(Global IP Law Group) 

19 

patents 

Color 

management 

Techniques for the preservation, automated 
measurement, control, manipulation, and 
reproduction of color in digital systems. All 
invented by Dr. Richard Holub. 

CTP Innovations (Baker 
Donelson) 

6,611,349 

6,738,155 

Prepress, 

computer-to- 

plate 

Prepress workflows utilizing internal and external 
networks to generate "plate-ready files" and "plate- 
ready PDF files." Petitions to invalidate the patents 
tiled with USPTO by Printing Industries of America. 

Secured Mail Solutions 
(O'Meiveny & Myers) 

8,260,629 

8,429,093 

QR Code 

Generating a personalized QR code, affixing the 
personalized QR code onto a mail object, storing 
related electronic data in a storage device, and 
providing the electronic data to a reception device 
(e.g., smart phone, etc.) in response to the 
reception device scanning the personalized QR 
code on a mail object. 

Secured Mail Solutions 
(O'Meiveny & Myers) 

7,814,032 

7,818,268 

8,073,787 

Mail Tracking 
with Intelligent 
Mail barcode 

A system and method for generating, storing, and 
processing mail Identification data using the 
Intelligent Mail barcode (IMb) 

ADgiants (Locke Lord) 

8,271,507 

Marketing 

management 

Web-based marketing and management system 
that connects printer with customers and agencies 
via Internet 


SkipPrint is the exclusive licensee of the patents. 
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December 16, 2013 


Senator Patrick J. Leahy 
Chairman, Committee on the Judiciary 
437 Russell Senate Office Building 
Washington DC 20510 

Senator Charles E. “Chuck” Grassley 
Ranking Member, Committee on the Judiciary 
135 Hart Senate Office Building 
Washington DC 201510 


Dear Chairman Leahy and Ranking Member Grassley: 

We write today as representatives of regional, state and local associations of Printing Industries 
of America to thank the Senate Committee on the Judiciary for holding a hearing to examine the 
issue of “Protecting Small Business and Promoting Innovation by Limiting Patent Troll Abuse.” 

Together, we represent are more than 30,000 individual printing plants in this country in virtually 
every city and town in America. The average printing company employs just 27 workers 
and more than 60 percent of printing companies are family-owned businesses - a statistic to 
which I know the Chairman can relate personally. In aggregate, we employed over 800,000 
workers and in 2012 shipped over $147 billion in products. 

Unfortunately, we’re also an industry that has attracted the damaging attention of patent assertion 
entities (PAE) or “patent trolls.” Patent trolls in our estimation do not innovate, do not promote 
economic growth, and do not contribute to the greater good of education or scientific research. 
Most importantly, patent trolls do not create jobs - the businesses we represent do . 

We commend this Committee for exploring legislative solutions to address the complexities of 
patent law, and we encourage a healthy debate on these ideas. Our overriding view is that 
legislation should deter patent trolls from the outset to protect printing companies from ever 
becoming part of the cycle of abusive patent litigation. However, if printers do in fact find 
themselves involved in extortionate legal situations, we hope that new laws will be in place to 
provide less costly, less burdensome courses of defense. 


Some of these solutions include: 
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• Deterring patent troll activity by cracking down on deceptive behavior that 
accompanies bad faith demand letters . This would help tremendously in reducing 
the vague and threatening aspects of demand letters our members currently receive. 

• Protect customers who are targeted in patent infringement lawsuits by permitting 
the case against them to be staved while the manufacturer litigates the alleged 
infringement. 

• Ensuring end users have a robust defense against abusive patent claims through an 
expanded, permanent Covered Business Method fCBM) review that would consider 
the quality of functional patents in question. 

• Reforming the patent litigation system to include new heightened pleading 
requirements as well as increasing the transparency of patent ownership : and, 
finally, 

• Reduce the overall cost of abusive patent litigation by balancing discovery 
demands . This would empower more of our member companies to fight frivolous 
claims of infringement rather than settle. 

The solutions above are all contained in some shape or form in one or more of the following bills 
under consideration in the Senate: 

• Patent Transparency and Improvements Act (S. 1 720) (Sen. Leahy/Sen. Lee) 

• Patent Quality Improvement Act (S. 866) (Sen. Schumer) 

• Patent Abuse Reduction Act (S. 1013) (Sen. Comyn) 

• PatentLitigationIntegrity Act (S. 1612) (Sen. Hatch) 

We realize that there won’t be one simple solution to reform our nation’s patent process, but, to 
bonow a phrase from President Obama, it’s critical that we build consensus to produce “smarter 
patent law.” As an industry, we are committed to working with our elected officials to balance 
the protection of small business and the promotion of innovation - and - above all - to 
combatting the threat and damages caused by patent trolls. 

Sincerely, 

Great Lakes Graphics Association (IL, WI, IN) 

Printing Industries Association, Inc. of Southern California 
Pacific Printing Industries Association (OR, WA, HI, AK, ID) 

Printing Industries Association of San Diego, Inc. 

Printing Industry of the Carolinas, Inc. 

Printing Industries of Arizona/New Mexico 
Printing Association of Florida, Inc. 

Printing & Imaging Association of Georgia, Inc. 

Printing & Graphics Association MidAtlantic (VA, MD) 

Printing Industries of New England (CT, RI, MA, NH, VT, ME) 

Printing Industries of Michigan, Inc. 

Printing Industry Midwest (MN, lA, NE, SD, ND) 

Print Media Association (MO, IL) 

Printing Industries Alliance (NY/CT) 
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Printing Industries of Ohio & Northern Kentucky 
Graphic Arts Association (NJ, PA, DE) 

Printing Industry Association of the South, Inc. (AL, MS, TN, KY, WV, MS) 
Printing & Imaging Association of MidAmerica (TX, OK, KS) 

Printing Industries of America Mountain States (CO) 

Printing Industries of the Gulf Coast (TX) 

Printing Industries of Utah 

Visual Media Alliance (Northern California) 


Cc: Members of the Senate Committee on the Judiciary 
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Prepared Statement of Dana Rao, Vice President and Associate General 
Counsel of Intellectual Property and Litigation, Adobe Systems, Inc., San 
Jose, California 


"Protecting Small Businesses and Promoting Innovation by Limiting Patent Troll Abuse” 
Statement of Dana Rao 

Vice President and Associate General Counsel of Intellectual Property and Litigation 
Adobe Systems Incorporated 

Committee on the Judiciary 
U.S. Senate 


December 17, 2013 at 10:00 a.m. 

introducbon 

Mr. Chairman, Ranking Member Grassley and members of the Committee, thank you for convening this 
hearing and for drawing attention to the importance of a weii-functloning patent system to our nation's 
economic strength and vitality. 

I would also like to thank Chairman Leahy and Senator Lee for introducing S. 1720, the Patent 
Transparency and Improvements Act of 2013. in addition, I would like to thank Senators Hatch, Cornyn 
and Grassley for introducing very Important bills that will help curb abusive practices by patent litigants. 
Together, these legislative proposals provide much-needed solutions to the patent issues ! will talk 
about today. I believe that all of these bills merit the support of this Committee and action by Senate. 

My name is Dana Rao, and I appear before you on behalf of Adobe Systems incorporated, where ! serve 
as Vice President and Associate General Counsel of Intellectual Property and Litigation, t oversee all 
aspects of our intellectual property and litigation matters, including obtaining, licensing and defending 
Adobe's patents, trademarks and copyrights. 

I am pleased to have the opportunity to testily in front of this Committee about the problems that 
patent trolls cause our country. There are two points in particular that I want to keep at the forefront of 
this discussion: 

1. Bad actors are taking advantage of asymmetrical costs of patent litigation to pressure 
defendants into settlements. 

2. Legislation now pending in this Committee will go a long way toward fixing this problem. 
Specifically, the legislative proposalsthat I mentioned above can work together in a 
complementary fashion to restore balance denying predatory litigants the ability to exert undue 
leverage over defendants. 

The patent system has become an avenue for abuse and economic gain for opportunists, and Adobe is 
one of the many U.S. companies being victimized. Traditionally, the potential of a patent counterclaim 
ensured that patent holders chose good patents and performed reasonable due diligence before 



99 


bringing a suit against a competitor. But patent trolls make no product and therefore they do not have 
the natural disincentive to bring meritless lawsuits. Unfortunately, the patent litigation system has not 
developed to provide any other barriers to that behavior. In fact, the current system is quite easy for 
predatory litigants to exploit. For example; 

• The current fee-shifting standard is too high to provide any real disincentive for bad actors to 
bring questionable patent lawsuits. 

• The pleading standard is lower than many other areas of the law, making it easy to file a vague 
complaint without performing any due diligence. 

• The minimal information required in the current pleading standard allows broad discovery on 
any product a defendant sells, which drives up the cost of defense for the defendant. 

• Courts often do not decide dispositive motions or hearings early in a patent case, thus 
lengthening the time a defendant must pay legal fees before being able to prove that the 
asserted patent has no merit. 

• Patent trolls have chosen to target end users, who have the least knowledge of the infringing 
technology. 

All of these factors create a system in which a patent troll has all of the economic advantages, and 
defendants face a Hobson's choice of settling to avoid these costs or paying a prohibitively high price to 
prove their innocence. 

The measures that I believe need to be included in any final legislative package are; 

1. Strong fee shifting to address the imbalance in financial incentives that encourage opportunists 
to adopt predatory patent litigation as a business model. 

2. Bonding to render the tactic of setting up judgment-proof shell companies ineffective. 

3. Customer stays to protect end users from being sued directly and improve judicial economy by 
reducing the number of cases in the court system. 

4. Heightened pleading to require patent plaintiffs to perform some minimal amount of pre-suit 
investigation before launching a patent suit, so fewer meritless cases are initiated. 

5. Discovery cost shifting and sequencing to control the cost of discovery in patent cases, which 
trolls can now use to exert pressure on defendants. 

6. Demand letter reform to deprive patent trolls of another tool in their chest; the use of vague 
and misleading threats to convince businesses to pay a settlement before being sued. 

These reforms are long overdue. Together, they insert heightened standards of quality throughout our 
patent litigation system and thereby allow it to be used for its intended purpose — to promote the 
sciences by allowing patent holders to validate their valuable innovations. 

In addition to these patent litigation reforms, improving patent quality also should remain a high priority. 
Under Chairman Leahy's leadership, the America Invents Act (AIA) made a number of important changes. 
As a result, I believe the Patent and Trademark Office is functioning better and patent quality is 
improving. For example, to challenge the validity of poor-quality patents, the AIA created post-grant and 
inter partes proceedings, and it established ways to challenge business method patents related to 
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financial services. These post-grant procedures are now in the early stages of implementation. We have 
confidence they will work well. But I also believe strongly that now is not the time to make major 
changes to legislatively expand or revise these procedures. I fear that premature changes will do far 
more harm than good. 

Background on Adobe 

Adobe is, by any account, a tremendous international success story that exemplifies American ingenuity 
and innovation. Founded in 1982 by two computer scientists, John Warnock and Charles Geschke, 
Adobe's products have created thousands of jobs directly and thousands of businesses indirectly. Adobe 
brought the world Postscript, enabling printers to print easily from computers; Photoshop, creating an 
industry around professional digital imaging; and Acrobat and the Adobe Reader, bringing the world 
innovations in electronic document creation, publication, and management. More recently, Adobe has 
entered into Digital Marketing, providing retailers and e-tailers the ability to customize and optimize 
their web content. Charles Geschke and John Warnock created not only an iconic company 30 years ago, 
but also a culture of innovation and entrepreneurship that lasts to this day. 

From its beginning — two scientists with a good idea — Adobe today generates $4.4 billion in annual 
revenues, employs more than 12,000 people, and continues to invest in innovation. Last year Adobe 
invested 17 percent of its revenue in research and development, about $740 million dollars. 

As a company, Adobe is a strong believer in the U.S. patent system's importance to American 
innovation. With over 3,000 patents and applications, Adobe has protected its leading-edge inventions 
in photography, document management, web analytics and web software. The inventions of Adobe's 
scientists may be intangible, but they represent genuine breakthroughs in 21" century technologies. Our 
technologies allow computers to recognize faces of loved ones or scenes from vacations and 
automatically classify them into photo albums. They can remove blur from photographs, and can use a 
video camera to create a 3D animated figure that mimics the movements of your head. We can 
recommend goods for consumers to buy; we can predict how a blog will be perceived by the public 
before it's released; and we can report to a company how social media sentiment is rising or falling 
based on its latest ad campaign. 

These amazing inventions are the building blocks of the future — and they are all implemented in 
software. The software industry is now, and will remain for many decades to come, a critical sector of 
our economy, contributing more than $400 billion to our nation's gross domestic product, employing 
more than two million U.S. workers, and paying salaries that are roughly double the national average. 

The Current Landscape 

I believe the challenge our patent system faces today is caused by bad actors taking advantage of 
asymmetries in litigation costs. Trolls make no investments and have nothing at risk, but their targets, 
such as the credit unions and print shops appearing here today, face the risk of paying off the troll or 
losing their livelihood. The solution to this problem is to recalibrate the troll's cost-benefit analysis by 
taking away the leverage that creates the potential for windfall profits. 
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I have heard some complain that the problem is the availability of patents for software, so software 
should not be patentable. Adobe does not agree. The bad actors who choose poor patents and stretch 
their claims beyond meaning are at fault. Software remains a vibrant fountain of innovation and the 
source of many of the greatest inventions happening in our country today. 

I believe we should continue to use the traditional rules for determining if an idea is patentable. This 
means we should not be allowed to patent abstract ideas. At the same time, we should not confuse 
what is "abstract" with the "intangible" innovations found in software. A great many of the 2l" 
century's businesses are built on intangible ideas, and this trend will only continue. It is no coincidence 
that America is the leader in providing patent protection for software and that America is also the world 
leader in software innovation. Congress should continue to support that protection going forward. 

That being said, we should always be looking for ways to improve the patent system. The America 
Invents Act was a landmark piece of legislation, a major overhaul of the patent system to modernize our 
practices and prepare us for the next century. With harmonization as a key goal of the AIA, America is 
now ready to lead the world discussion on the importance of patent rights. In addition, the AIA added 
some important measures for helping improve the quality of patents, which has been and will continue 
to be a critical focus for the United States Patent and Trademark Office, patent applicants and industry 
participants. The AIA, however, did not focus on the problems currently associated with abusive patent 
litigation practices. The problem was there, and it has only become worse. 

Problem of Abusive Litigation Practices 

Before 2009, Adobe had only faced 19 lawsuits in its entire history. This year, we have had more than 20 
patent litigations. Before 2009, we had received demand letters only eight times. In 2012 alone, we 
received 33. 

Nationally, the problem is worse. In 2007, patent trolls targeted 834 defendants. In 2011, they 
quadrupled their targets, suing 3,401 defendants, according to the GAO report.^ A majority of patent 
litigation is now brought by patent trolls. Patent monetization entities (typically trolls) filed 58.7 percent 
of patent lawsuits, up from 24.6 percent in 2007.^ 

Not only have patent trolls dramatically increased the frequency of patent suits; they have also changed 
the nature of these suits, instead of suing the party allegedly responsible for the use of the patented 
technology, the patent trolls are targeting customers who are the end users of the patents, a 
phenomenon unheard of just a few years ago. Since 2009, Adobe has received more than 130 
indemnification requests. The reason for this change in target is an unfortunate one. Trolls are targeting 
those most vulnerable and least suited to defend the case, which maximizes the advantages they have in 
their cost-of-defense strategy. They know that end-user defendants — such as sporting goods stores. 


^ GAO-13-465, INTELLECTUAL PROPERTY: Assessing Factors That Affect Patent Infringement Litigation Could Help Improve 
Patent Quality, ppl8-19. 

^ Feldman, Robin, et al., "The America Invents Act 500 Expanded: Effects of Patent Monetization Entities," forthcoming UCLAJ. 
L.& Tech. 2013 
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clothing retailers and coffee shops — will pay a few hundred thousand dollars rather than incur the 
millions of dollars required to mount an effective defense. 

Adobe sees this type of extortive demand continually from these new patent litigation plaintiffs. We 
have received offers for settlement of $50,000, $30,000, and even $11,000. They ask for these small 
amounts, which are far less than the cost to defend ourselves in litigation, in exchange for us walking 
away without forcing the patent troll to prosecute their patent. It is quite obvious that the patent trolls 
do not want to see their patents tested. In fact, one study has shown that patent trolls will lose more 
than 90 percent of their cases if the patents are taken to final judgment.^ They know this, and so they 
price their patent settlements accordingly. 

Unfortunately, settling with the patent trolls does not always help. Adobe has been sued by one entity 
through three different shell companies three times in just the last two years. Appeasement is not a 
strategy that works, and Adobe no longer settles with meritless patent holders. Rather, we are now 
forced to pay the millions of dollars of defense costs to make the point. It costs, on average, $3 million 
to $8 million for Adobe to defend itself in a patent lawsuit through trial. While Adobe has now chosen to 
pay that cost to fight back against these trolls, many of the start-up companies and small businesses 
targeted by patent troll litigation cannot. 

Spending millions of dollars on litigation has an impact to Adobe. Adobe has more than 12,000 
employees. The millions we are spending on legal defense costs could be used to expand our hiring in 
several of our U.S. facilities, collaborating with universities to bring forward the next great feature in 
Photoshop, and investing in our communities. 

Instead, the money is going to patent trolls. And make no mistake, these patent trolls are not the little 
guy. They are multi-million dollar ventures, in some cases publically funded. But patent trolls certainly 
have no compunction about targeting the little guy. In a recent study, 55 percent of the NPE lawsuits 
target companies that make under $10 million in annual revenue."' Targeting small companies makes 
sense for this business model, as trolls know start-ups can't afford protracted and expensive litigation. 
These decisions have real impact, not just in money, but in jobs, products and innovation. The same 
study notated that 28 percent of the surveyed start-ups had one or more significant operational impacts 
from an NPE assertion, and 12 percent had to exit a business line altogether. Forcing start-ups out of 
business in favor of a paper-holding patent troll is not beneficial to society. 

And this not just a problem for start-ups. In my career, I have had to tell a business partner that a 
patent license settlement with a troll was going to cost several hundred thousand dollars. The business 
owner responded that it was going to force them to layoff engineers to fund the license. Unfortunately, 
there was nothing I could do to avoid paying this cost. No one wins when the patent trolls are allowed to 
flourish. Their behavior is having a real impact on real people, and only Congress can stop the abuse. 

Remedies 

' Mark A. Lemley, & Joshua Walker, Patent Quality and Settlement Among Repeat Patent Litigants, 99 Geo. L. J. 677, 694 12011). 

Colleen Chlen, Startups and Patent Trolls, Santa Clara Univ. School of Law, Accepted Paper No. 09-12 (Sept. 28, 
2012) 



103 


it is easy to see that meritless litigation designed to force victims to pay extortive settlements is the 
heart of the problem. The way to curb this abusive behavior is to rebalance the costs of patent litigation. 
Any solution must take into account future changes In technologies and business models. That is why 
proposals focusing on specific types of plaintiffs or types of technology are problematic. Proposals 
aimed at curbing bad behavior — no matter who is doing it — are the right way to go. 

1. Fee Shifting 

Congress has already recognized that patent litigation is uniquely ripe for abuse. 35 U.S.C. §285 is one of 
the few areas of the law that provides for fee shifting. Unfortunately, §285 requires a case to be 
"exceptional" for fees to be shifted, and the lack of real-world outcomes shows that the standard is too 
high. Very few judges award litigation costs to a winning party who has been the victim of meritless 
litigation. In an op-ed in the New York Times, Chief Judge Rader noted that only 20 of 3,000 cases 
received fee shifting in 2011. It is certainly our experience that fee shifting is rare, and it is almost not 
worth the cost to bring a fee shifting motion given this high threshold, A court must find that the bad 
actor was objectively unreasonable and had subjective bad faith in order to shift fees under the current 
§285. When asked about their reluctance to shift fees, judges consistently cite the complexity of patent 
cases and the difficulty of showing that a plaintiff had an unreasonable position, given their unfamiliarity 
with the technology. Unlike copyright law, which also has fee shifting, the complexity of patent litigation 
requires that the fee-shifting standard for patent litigation create greater certainty, or the desired 
deterrent effect will not be achieved. 

There are several legislative options before this Committee that would help provide that certainty, and 
thus the deterrent effect the patent system needs. Two Senate bills — one from Senators Cornyn and 
Grassley (S.1013) and one from Senator Hatch (S. 1612) — along with the recently passed House bill 
(H.R. 3309) all have similar provisions. The House bill provides that the non-prevailing party must pay 
the fees of the prevailing party unless the non-prevailing party's position has a reasonable basis in law or 
fact, or the court determines special circumstances apply, such as that the shifting of fees would cause 
severe economic hardship to the non-prevailing party. The Cornyn-Grassley bill would shift fees to the 
non-prevailing party unless the non-prevailing party's position was substantially justified or the court 
determines in its discretion that special circumstances exist. Senator Hatch's legislation provides a 
similar position, but also takes into account conduct as a factor by which to determine whether fees 
should be shifted. 

All of these bills would establish effective, balanced, and fair fee shifting mechanisms. In one recent case 
for Adobe, a patent troll litigated a case against an Adobe customer. We stepped in to defend the case. 
Before the merits would be heard, the patent troll wanted to walk away from the lawsuit. The troll 
offered increasing smaller settlement amounts, but we declined. Finally, the troll gave up and granted 
Adobe a free covenant not to sue. We moved for fees, but the court determined this was not an 
"exceptional case," because the plaintiff’s position was not objectively unreasonable. The court found 
that since the case hadn't reached the merits, it had no way of knowing what the plaintiffs position 
would be. For that primary reason, it chose not to shift fees. This is a good example of how the current 
law fails in today's patent litigation landscape. The patent troll can settle with hundreds of defendants 
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and avoid fee shifting by walking away from a meritless case before the weaknesses are exposed or 
before it can prosecute the case in its chosen plaintiff-friendly forum. Under any one of the three 
proposed fee-shifting standards, the patent troll would pay in this situation. The new bills would create 
incentives for patent holders to bring only cases for which they have a reasonable position. That is how 
our patent system should work, 

I should also note that the Supreme Court is currently reviewing the fee-shifting standard in 35 U.S. C. 
§285. The statute is interpreted today to require both objective baselessness and subjective bad faith to 
satisfy exceptionality. The Court may lower the threshold to find exceptionality. However, as noted 
above, it is unlikely that it can sufficiently modify the standard to meet the problems of today. The Court 
is still bound by the word "exceptional," and that word creates an unreasonably high bar. The problem 
of abusive litigation practices is a policy matter, and Congress is better suited to address the inadequacy 
caused by the burdensome high standard in today's statute. Given the central importance of fee shifting 
to solve the patent troll problem and rebalance patent litigation to focus on merit based suits, we 
strongly believe that a fee-shifting amendment must be added to any legislation that is passed by the 
5enate. 

2. Discretionary Bonding 

It is not sufficient merely to shift fees. In today's litigation landscape, the patent trolls are very creative 
and establish shell companies through which they bring their meritless cases. The patent troll stands in 
the shadows behind these shell companies. A fee-shifting statute must reach the patent troll, who is the 
real party in interest. In other words, the deterrent effect of the improved fee shifting only works if 
those who are receiving the direct financial reward for these suits are held accountable. Obtaining a fee 
award against a judgment-proof shell company will have no deterrent effect on the patent trolls. 

There are several approaches to securing fees against the real party in interest. The best of these 
approaches is 5enator Hatch's discretionary bond provision. This carefully nuanced provision balances 
the need for a bond against the importance of not unnecessarily or unfairly burdening every plaintiff 
with the requirement of posting a bond. For example, this bond provision clearly addresses concerns 
about burdening a small start-up or independent inventor. One of the key factors a court is asked to 
consider is whether or not a bond would burden the patent holder's non-patent activity. A small start-up 
with a real business would not be required to post a bond under this provision. In addition, any party 
that can demonstrate that they are able to pay for shifted fees and anyone who can find an entity willing 
to be responsible for such fees on their behalf could also be exempted by a court from posting a bond. 
These factors ensure that the court's discretion will be focused on the real abusers of our patent system, 
and those legitimate patent holders would be exempt. 

There have been several bills that attempt to address this issue through expanding the rules on joinder. 
We have some concerns with these proposals. First, we believe there are due process concerns with 
joining a non-party without sufficient notice, 5ome proposals have attempted to address this problem 
by creating complicated and expensive notice processes that potentially pose expensive burdens on the 
defendants at a time when it is not clear fee shifting will be an issue. In addition, venue requirements 
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can be easily avoided by the trolls. Given the problems with making Joinder an effective tool to ensure 
that the shifted fees serve as a real deterrent, we prefer a discretionary bonding provision as discussed 
above. 

3. Customer Stay 

As mentioned above, the patent trolls have shifted their focus to customers to fuel their business model 
of predatory litigation. This is a very troubling development, disruptive to the economy as a whole and 
to our specific relationships with our customers. It also unnecessarily diverts valuable judicial resources. 
We urge the Committee to take action to address this problem. T rolls’ targeting of customers and 
retailers has led manufacturers to defend their customers all over the country. This is an expensive 
process. In one case, a patent troll filed 12 actions in 11 different districts against more than 200 
defendants related to one of Adobe's products. In that suit, Adobe had to defend 10 of its customers in 
six of those districts. To address this expense, manufacturers attempt to win stays against the patent 
holder, to efficiently resolve the dispute in a single courtroom. There are often common issues of 
infringement and validity that can be better considered in a single courtroom rather than spread out 
over the country, in most cases, damages can also be considered equitably in the same courtroom. 

There is little legitimate reason to prosecute multiple cases on the same patent against the same 
product against a number of defendants, unless you are hoping to force settlements. However, since 
these are not legitimate suits, the trolls oppose the manufacturer motions for stays and often are 
successful in having them denied. In the case described above, Adobe's motions for stay were denied for 
several of our cases and granted in others. One court merely pointed to prejudice to the patent holder 
by having to wait for the manufacturer's ease to go forward, which is, of course, always going to be the 
case as the customer's case is first filed (or this problematic situation does not exist). This kind of routine 
denial of stays impairs the ability of a manufacturer to defend its customers and Is of no benefit to 
judicial economy. The split in the courts' use of the common law customer suit exception also dictates 
that a uniform national law would better serve the industry. 

S. 1720, the Patent Transparency and Improvements Act, provides a statutory system for making it 
easier for manufacturers to defend their customers. A stay is granted if the manufacturer and customer 
agree to be bound by common issues, the manufacturer and customer agree in writing, and the same 
patents and products are targeted in the two suits. However, to protect the patent holder, the stay can 
be lifted if the stay would be prejudicial to the case of the patent holder. This common sense provision 
carefully balances the interests of the end user, the patent holder and the manufacturer. We support 
the approach of the S. 1720. 

4. Heightened Pleading 

Another area of important focus is the reduction of discovery costs through an increased requirement 
for detailed pleadings. Heightened pleading requirements and discovery cost shifting are closely related, 
as a heightened pleading standard will provide a focused scope under which subsequent discovery will 
be requested. In addition, both concepts strengthen another tool against the troll: a requirement that 
patent trolls incur the expense of doing some pre-suit investigation, which should reduce overbroad 
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discovery. This helps remove discovery costs as a weapon to be used against the other party. Ensuring 
that the conduct of patent litigation is not turned into a tool for bad behavior is an important policy 
objective, and one where we urge Congress to act. 

Today, the pleading standard for patent litigation is very low. We routinely receive complaints that do 
little more than announce the name of the company and the patent, and make a general assertion that 
some Adobe product is infringing. There is no discussion about what product or what claim in the patent 
is at issue. There is no provision describing the theory of infringement. There is no discussion of who the 
real party in interest is, or if there are any licenses or standards commitments that might affect the suit. 
Today, all that is required is compliance with Form 18 of the Federal Rules of Civil Procedure, This lax 
standard fuels the rise of meritless patent litigation, as patent holders are able to easily file suits with no 
pre-suit investigation and then begin their campaign for extortive settlements. It is typical for Adobe to 
receive a call for a settlement days after a bare-bones complaint has been filed. The patent holder still 
has no idea what product or claim is at issue, or why Adobe infringes. But since there is no requirement 
for specificity, they are able to use the leverage of the lawsuit to extract a settlement. 

There are several pending legislative proposals that address this issue, by eliminating Form 18 and 
adding requirements for heightened pleading. H.R. 3309 and S. 1013 both provide for these measures. 
Adopting these positions would merely bring patent litigation in line with the recent Supreme Court 
pleading standards set forth in Twombley and Iqbal. 

H.R. 3309 adds important additional safeguards for the patent holder, including protecting trade secret 
information from being disclosed in the pleadings and ensuring that the heightened information is only 
required if reasonably accessible. As a patent holder, Adobe would like to see both of these safeguards 
added to final legislation on this issue. 

5. Discovery Cost Shifting and Sequencing 

Discovery costs are another weapon in the patent troll’s arsenal. In an American Intellectual Property 
Law Association (AIPLA) survey, patent defendants revealed that cost of discovery can range from 
$350,000 to $3 million^ Adobe's costs are typically in this range for cases that go the full length of 
discovery. There might be a Justification for spending this amount if these documents produced by 
Adobe were actually used. But they are not. The GAO study issued this past summer noted that one 
judge stated less than one in 10,000 documents are actually used at trial. This is commensurate with 
Adobe's experience as well. As a software company, we willingly provide source code in discovery 
subject to appropriate safeguards. We believe that in most cases the plaintiff's entire infringement case 
can be built from this one response to discovery request. However, plaintiffs still ask for thousands of 
documents in order to put pressure on us to settle. There is no legitimate reason for seeking such large 
productions of documentation with low relevance. However, if the goal is to raise the cost of litigation, 
seeking broad discovery requests fits nicely within that strategy. 


Report of the Economic Survey 2011 (Arlington VA: July 2011) 
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The current proposals to allow discovery cost shifting in excess of core documents also allow the overall 
cost of litigation to be reduced for the defendant at an earlier point than any end-of-case fee shifting 
decision. By minimizing the discovery costs during the case, it is likely more cases will be heard on the 
merits. 

Another key element of reducing the overall cost of litigation is to properly sequence discovery in patent 
cases. The most important component of a patent case is the Markman decision, where the claims of 
the patents are interpreted and become the law of the case. After this hearing, it can be quite clear to 
both sides who has the winning position. Cases are often settled after Markman. In one recent {and 
typical) case, Adobe had a successful Markman decision and the patent plaintiff decided to stipulate to 
non-infringement and appeal the Markman decision. If affirmed, the case would end. Given the 
importance of the Markman decision, it only makes sense that it should be rendered early in a patent 
case, and discovery should be limited only to the question of claim construction for most cases until the 
Markman decision has issued. Both patent holder and patent defendant benefit from reaching the 
merits of the case as quickly as possible for as Iowa cost as possible. Many cases could be conducted for 
a far lower cost if the case proceeded to a Markman decision first, with limited discovery. Discovery on 
other aspects of the case can continue after Markman, assuming the case needs to go forward. Prior to 
Markman, because of the lack of understanding of the scope of the claims, discovery can be very broad 
and often results in document production and review of very little relevance, given the later 
interpretation of the claims by the court. Both S. 1013 and H.R. 3309 have provisions to sequence 
discovery in this manner. In addition, both provide discretion to the court to allow other discovery to 
occur as appropriate. As a defendant, Adobe prefers the court to maintain discretion to allow other 
discovery early to allow other dispositive motions to be brought as appropriate. However, for the 
ordinary patent case, claim construction will be the most important component of the case, and limiting 
early discovery to those issues will make for a more efficient and cost-effective litigation, Adobe does 
support providing an exception for cases in which the patent holder is seeking a preliminary injunction. 
For those cases, time to resolution is of maximum importance and it seems appropriate that discovery 
on all issues proceed in parallel. 

In addition, Adobe supports the principle that the judiciary is best abie to dictate the specifics of their 
case management practice, to address the different scenarios they routinely face. However, Adobe 
strongly believes that Congress should set the policy goals as discussed above, to ensure the framework 
of patent litigation is not enabling the abuses that are occurring today. To that end. Congress should 
provide specific guidance to the Judicial Conference to ensure that those goals are met. In addition, 
given the urgent and growing nature of this problem, Adobe believes that Congress should set a date 
certain by which the Judicial Conference promulgates its rules, and such date should be set as early as 
practical afterthe passage of this legislation. 

6. Demand Letters 

Finally, Congress should act to protect against the abuse of demand letters in patent assertions. 
Legitimate patent licensing, where a patent holder is aware of a particular infringement and uses a letter 
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to initiate discussion, is perfectly appropriate and protected speech. However, the demand letters being 
sent in today's environment often are deceptive and misleading. 

In one situation, a patent holder is sending letters to Adobe customers asking for money to settle the 
lawsuit. The patent is one for which Adobe has taken a license on behalf of itself and its customers. 
Despite this, the patent holder fails to mention Adobe's license in its letters. The only conceivable 
motivation for this behavior is to hope that customers unaware of that license and pay the patent 
holder out of ignorance. Adobe has had to move to intervene in one of the lawsuits filed merely to 
publicize and have a courtfindingonthefact that its customers are covered by the contract, a fact that 
the patent holder does not dispute. In a separate example, a patent holder continues to send demand 
letters about a patent it has asserted against Adobe. However, in the case against Adobe, a material 
question has surfaced regarding whether the troll even owns the patent. This issue was sufficiently 
credible to cause the judge to stay the case on the eve of trial. However, while we are waiting to litigate 
the ownership issue, the patent troll is continuing to send out demand letters to Adobe's customers 
without any reference to the fact that the troll may not be actually own the patent. If a customer pays 
the patent holder, and the patent holder is found not to be the true and correct owner of the patent, 
the customer could also be forced to pay the new patent holder on top of the previous payment. 

This sort of behavior needs to stop. It is all a piece of the campaign to use patents to force extortive 
settlements. S. 1720 would address this problem by asking the FTC to use its Section 5 authority to 
enforce against deceptive and misleading practices. S.1720 would specifically require demand letters to 
include information about licenses and ownership, two easily provided and critical pieces of information 
in any demand letter. In addition, a requirement to provide reasons for infringement will enable 
recipients of the letter to assess the relevance of the threat, rather than merely acting out of the fear of 
the unknown. We do have concerns with enforcing against a patent troll that falsely threatens that 
"judicial relief will be sought." Namely, we are worried it will actually lead to more lawsuits being filed to 
satisfy this criteria , which is not the best outcome. 

Importance of a Unitary Patent System 

Some have argued that the real cause of the patent troll problem is that patents are available for 
computer-implemented inventions, or software patents. I strongly disagree. At Adobe, we believe all 
technologies should be treated equally under the patent system. Our software patents are sound and 
protect true innovations. These patents play an indispensable role in making our company viable. 
Diluting or casting a shadow over these essential components of what makes Adobe competitive would 
be a huge problem. 

At the same time, improving patent quality is essential and was the central focus of the AIA, which 
established a number of important measures that we believe are making a real difference. Some are in 
the early stages of implementations. The ability to challenge issued granted patents in order to weed 
out patents that should not have been granted is making a real difference. The AIA created two 
permanent ways to challenge issued patents — inter partes re-examination and post-grant review — 
which balanced the need for patent validity review with the need for a patent owner to have certainty 
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as to the value of their patent. The AlA's Section 18 created a third, and purposefully narrow way to 
challenge business method patents related to financial services. Section 18 is a transitional component 
of the law and was not meant to be a permanent feature. Section IS targets a very small sector of 
improvidently granted patents. That was and should remain its focus. 

I fear that call for expanding the scope of Section 18 challenges to cover all or virtually all software 
patents would be harmful, especially given the evidence that the inter partes review process is working 
as intended. Such an expansion would impose unnecessary cost and burden on the patent owner and 
significantly delays the enforcement of valid patents, creating opportunities for litigation abuse by 
infringers. 


Improvements to Post Grant Proceedings 

The Post Grant proceedings, a central feature of the American Invents Act, are a valuable tool for 
improving patent quality, Adobe supports the removal of the "reasonably could have been raised" 
estoppel requirement in the Post Grant Review procedure (PGR). This very broad estoppel standard 
would effectively preclude any practical utility of the PGR process, as challengers would have to give up 
too many rights in order to seek the benefits of this provision. Within the first nine months of patent 
issuance, challengers are not well positioned to bring every possible defense they "reasonably could 
have raised" in a PGR proceeding. However, creating estoppel for arguments actually raised during the 
proceeding is fair, and serves the purpose of this Program. 

In addition, Adobe supports maintaining the "broadest reasonable interpretation" (BRI) standard for 
post-grant proceedings. This standard, supported by the Patent Office, ensures a consistent 
interpretation of claims by the Patent Office where the applicant has an opportunity to amend their 
claims. Using the BRI standard also allows the Patent Office Trial and Appeal Board to review 
petitioner's petition without any further input from the patent holder on the proper interpretation of 
the claims, as might be required if another, fact-intensive, standard were applied. This serves the goal 
of ensuring that the post -grant proceedings are conducted expeditiously and inexpensively. Adobe 
does support requiring the PTAB to consider other factors such as patent prosecution history estoppel 
or district court claim constructions, as they interpret claims under the BRI standard. 

Conclusion 

Thank you again for allowing me to testify. The problem of patent litigation abuse has evolved and 
grown. It is an urgent threat that costs our economy billions of dollars and causes real-world impact in 
jobs and innovation. There are a number of common-sense, fair and balanced reforms Congress can 
enact to address these problems. They include fee shifting, to restore the economic balance in the 
litigation system; discretionary bonding, to ensure the fees are actually paid; heightened pleading and 
discovery reform, to lower the costs of patent litigation for all parties; customer suit protection, to 
redirect litigation toward the proper parties; and demand letter reform, to help the end users defend 
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themselves against patent misuse. Together, these provisions will restore the integrity of patents and 
the patent litigation system that our economy needs. 

Fortunately, the Leahy-Lee bill contains several of these measures. Combined with the other legislative 
proposals I have discussed, it will have a positive impact on the U.S. economy by restoring a strong and 
flourishing patent system, free from the taint of abuse. I think we all understand how vital this is to the 
continued growth of American innovation. 

I look forward to answering your questions. 



Ill 
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Executive Summary 
Statement of Philip S. Johnson, 

Chief Intellectual Property Counsel, 

Johnson & Johnson 
On Behalf of the 

Coalition for 21'* Century Patent Reform 
Executive Summary 

Mr. Chairman and distinguished Members of the Judiciary Committee: Thank you for the 
opportunity to testify on the subject of “Protecting Small Businesses and Promoting Innovation by 
Limiting Patent Troll Abuse,” 

Although 1 am active in a number of professional organizations with interests in patent law 
reform, including the American Intellectual Property Law Association, PhRMA, BIO and the Intellectual 
Property Owners Association, I am testifying today as a representative of the Coalition for 21“ Century 
Patent Reform (“2 1C”). 

In the view of our Coalition, patent troll abuse involves the use of court proceedings, or threats of 
them, to press specious patent claims or defenses for the purpose of coercing settlements driven solely by 
the desire to avoid litigation costs. Such practices can be perpetrated by any litigant who is so inclined, 
and while the effectiveness of the tactic will vary based upon the parties’ circumstances and means, the 
identification of the abuser turns not on who the party is, but rather how they behave. 

The problem of patent litigation abuse is not new to the patent system, or to this Committee. You 
devoted a great deal of attention to the problem while developing the Leahy-Smith America Invents Act 
(“AIA”), and have already gone a long way towards giving the courts and the USPTO the tools they need 
to address the problem. Open and transparent patentability criteria, enhanced USPTO funding, the 
establishment of new post grant and inter partes review proceedings, limitations of joinder in patent suits, 
elimination of non-competitor false marking suits, and the pilot patent courts bill have given the USPTO 
and the courts important new weapons that they are now just beginning to employ. Nor is Congress 
acting alone, as the courts themselves have handed down a series of constructive decisions starting with 
the elimination of automatic injunctions in patent cases, rulings addressing overbroad patents, especially 
in the software and business method fields; and new precedents that reign in .speculative damages awards, 
particularly when the infringing component is part of a much larger system. In addition, the Federal 
Judicial Conference is now very active proposing reforms to procedural rules relating to pleadings and 
discovery in patent cases, particularly to address cases where discovery burdens are asymmetrical. 

This is not to say that everything that can be done to stop abusive patent litigation practices has 
been done. One promising proposal in S. 1720 (the Leahy-Lee Bill) would automatically stay patent suits 
against off-the-shelf distributors, retailers and end users who are doing no more than using purchased 
products in the manners instructed by the manufacturers, in favor of suits joined or separately brought by 
manufacturers or suppliers to resolve the issues. The Leahy-Lee Bill would also improve transparency of 
patent ownership, correct an error in the AIA relating to the estoppel to he applied in post grant reviews, 
direct the USPTO to follow the same claim construction rules as applied in the courts and ITC, and codify 
the rule of double patenting for first-inventor-to-file patents, all of which should improve the 
effectiveness of our patent system. In addition, the Leahy-Lee Bill proposes to stem the use of bad faith 
demand letters by authorizing the FTC to treat them as unfair and deceptive trade practices. With further 
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development to address preemption, free speech and safe harbor issues, we see this as a promising 
approach for dealing with this aspect of the patent abuse problem. 

Until recently I would have added to this list of remedies the modified attorney fees shifting 
proposal by Senator Corayn in S. 1013 or Senator Hatch in S. 1612, but because the Supreme Court has 
recently granted cert in two cases to address patent fee shifting. Congress should probably wait for the 
Supreme Court to decide these cases before revisiting this subject. But whatever the Supreme Court 
decides, problems will remain when plaintiffs are structured as shell corporations so that they can bring 
specious suits knowing that they have insufficient assets to satisfy any fee awards they might incur. Of 
the three approaches suggested to address this aspect of the problem - joinder, bonding or legal recourse 
against persons with a financial interest in the proceeds of the suit - our Coalition favors the third. 
Treating this aspect of the problem as the collection issue it is will preserve free access to the courts, not 
disrupt good faith patent assertions, and be the most difficult for abusers to avoid. 

Other proposals relating to heightened pleading standards, mandatory stays of discovery pending 
Markmcm rulings, and the specifics of managing discovery in patent cases, while well intended, are 
unworkable in their present forms, and should be referred to the Federal Judicial Conference for further 
development. While there is clearly room to improve pleading practices in patent cases, to depart from 
the general principles of notice pleading by requiring plaintiffs to plead both their contentions and their 
supporting evidence will bog these cases down at their outsets. Nor does 21C favor imposing mandatory 
discovery stays pending Markman rulings, leaving little or no discretion to the courts as to what is right 
for each particular case. Such an approach would serve as an open invitation to copyists to enter the U.S. 
market safe in the knowledge that patent actions brought against them will come to a virtual standstill for 
an extra year or more while the parties wrangle over the meanings of patent claim terms. In the 
meantime, manufacturers’ market shares, and the jobs they support, will shrink as the as the infringement 
continues. 

Finally, especially now that the Supreme Court has agreed to hear an overall challenge to the 
patentability of computer-implemented inventions, 21C believes it would be best to table Senator 
Schumer’s proposals in S. 866 to expand and extend the transitional program for financial sector business 
method patents. 

The innovation ecosystem in the country is extremely sensitive to changes in our patent system. 
While troll abuse is a problem that should be addressed, it is critical that Congress not do so at the 
expense of the vast majority of innovation stakeholders for whom the patent system is working. 
Proposals that deprive patent owners of free aceess to the courts and/or delay or make less certain the 
availability of relief from the harms caused them by infringers should be avoided even, if necessary, at the 
expense of accepting less than a complete solution for troll abuse. With the help of this Committee, our 
country has come a long way by enacting the AlA and the pilot patent courts bill, which are only now 
being fully implemented. Let’s move forward with remedies that are sharply focused on abusive 
behaviors, while exercising restraint as to those which may have broader ramifications on the innovator 
community, and our economy as a whole. 
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Prepared Statement of Philip S. Johnson 


I. Background 

The issue of litigation abuse in patent cases is not a new one. During the public debate that 
followed the 2004 recommendations of the National Academy of Sciences, both the Supreme Court and 
the Federal Circuit handed down important decisions that addressed the criticism that the system favored 
the assertion of vague or overly-broad patents by non-practicing patentees (or non-practicing entities, 
referred to as “NPEs”). These decisions restricted the availability of patent injunctions to NPEs’, 
mandated transfer of patent cases to more convenient and potentially less NPE- friendly jurisdictions^, 
clarified that damages may be awarded based only on the value of an invention rather than on an entire 
system in which the invention is only a small component’, strengthened the written description and 
enablement requirements to ensure that overly vague and ambiguous patents will not be upheld"', and 
clarified that innocent infringers should not be subjected to treble damages’. 

In January of 2011, Congress also addressed patent litigation concerns by passing the pilot patent 
courts bill to establish a ten year program to test the concept that patent cases can be better and more 
efficiently managed, and abuses deterred, if they are handled by district court judges who preside over a 
large number of them, This initiative is now being implemented, and is already yielding fruit in the form 
of a number of proposals for courts to limit the amount and cost of discovery in patent cases and to 
actively manage them to deter and/or punish litigation abuse.’ 

Perhaps most significantly, Congress acted again in September of 2011 by passing the Leahy- 
Smith America Invents Act ("AIA”)’, which included further provisions, some now just going into effect, 
that are designed to lessen the opportunity for abusive patent litigation conduct. This act made the criteria 
for patentability more transparent in a first-inventor-to-file system, authorized the public to participate in 
the patent examination process and increased funding for the United States Patent and Trademark Office 
(USPTO), all to improve the quality of future issued patents. As importantly, this Act created several new 
procedures that allow members of the public, including those who are being sued for infringement, to 
quickly and inexpensively challenge a patent's validity before a panel of administrative law judges in the 
USPTO. This act also effectively eliminated opportunistic false marking suits, mandated that patent 


' eBay, Inc, v. MercExchange, LLC, 547 U.S. 388 (2006). 

^InreTS Tech Carp., 551 F.3d 1315 (Fed. Cir. 2008). 

’ Lucent Technologies, Inc, v. Gateway, Inc,, 580 F. 3d 1301 (Fed. Cir. 2009). 

^ Ariad Pharmaceuticals, Inc. v. Eli Lilly and Co,, 598 F.3d 1336 (Fed. Cir. 2010) {en banc), 

* In re Seagate Tech,, LLC, 497 F.3d 1360, 1371 (Fed. Cir. 2007), cert, denied, 2008 U.S. LEXIS 2153 
(2008). 

® See Patent Cases Pilot Program, Pub. L. No. 1 11-349, 124 Stat. 3674; District Courts Selected for Patent Pilot 
Program, Admin. Office ofthe U.S. Courts (June 7, 201 1) (available at: 

hitD://www.uscourts.goV'^evvs/NewsView.’] 1-06-07/District Courts Selected for Patent Pilot Proa'am.aspxl . 

^ Pub. L. No. 112-29. 

®35 U.S.C. 285. 

^ See Marctec LLP v. Johnson & Johnson and Cordis Corporation, 664 F.3d 907, (Fed. Cir. 2012) (awarding $4.7 
million in attorney and expert witness fees against an NPE). For 2011, see also the cases listed at items 38 & 39 at 
www.patstats.org/201 1 Full Year Report.html . 
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plaintiffs could no longer indiscriminately join unrelated parties in a single law suit, and provided for a 
further study by the GAO of issues relating to NPE patent assertions. 

As Congress recognized in authorizing a study into the litigation conduct of NPEs, little empirical 
evidence existed confirming or refuting the complaints that NPEs bring a disproportionate percentage of 
specious patent suits. Unfortunately, the advancement of specious claims or defenses has always been a 
part of patent litigation, and can be perpetrated by any party, if so inclined. Fortunately, courts already 
have the power to award attorney fees in exceptional patent cases®, but, in our experience, they are 
unwilling to do so unless a party engages in clearly reprehensible litigation conduct’. 

On March 14, 2013, our Coalition testified before the Subcommittee on Courts, Intellectual 
Property and the Internet, of the House Judiciaiy Committee at a hearing entitled “Abusive Patent 
Litigation: The Impact on American Innovation & Jobs, and Potential Solutions.” At that time we agreed 
that more could be done to address abusive patent assertion tactics, and suggested that two of the 
additional remedies that had been considered but not adopted during the consideration of the AIA — 
lowering the standard for fee shifting so it is easier forjudges to award fees to a prevailing party and 
automatically staying suits against customers and users where the original provider of the product or 
service accused of infringement elects to bring suit to resolve the issue with the patentee — could be 
developed further to address the problem.*’ At the same time, our Coalition warned that any provisions 
directed at entire classes of patent litigants would be neither fair nor effective, and would run the risk of 
chilling activities, such as the investment in research and development, which are important to our 
economy and to the creation of jobs. Accordingly, we urged that such remedies be targeted only at the 
offending conduct, and that they not impinge upon legitimate patent licensing and enforcement activities. 

Our Coalition also recommended legislative restraint, as most of the provisions of the patent pilot 
courts bill and the AIA were still in the process of being implemented, the impacts of several important 
judicial decisions addressing the issues had yet to be fully appreciated, and the AIA commissioned GAO 
study had not yet been issued*'. Our Coalition warned that Congress has already gone a long way toward 
fixing the problem of patent litigation abuse, and that to improvidently modify the system at this time 
would run the risk of chilling innovation, and the jobs that flow from it, by making reliable patent 
enforcement substantially less certain. 

On March 15, 2013, the USPTO fee increases authorized by the AIA went into effect. At that 
time, the IP community, which had supported these increases, understood that, as promised, the additional 
funds generated from these increases would be available for use by the USPTO to implement the AIA and 
to improve the quality of patent examination.'** However on April 1 1, 2013 the IP community learned 
that the OMB had determined that, even though copyright fees would be qualified as exempt from 
sequestration as voluntary payments, patent fees would not be. The result was that the USPTO w'ould be 
denied the use of about $148 million in fiscal year 2013, causing the cancellation of a number of 
important initiatives, and delaying many others. 


At that time, we also suggested several technical corrections to the AIA to correct certain estoppel and claims 
construction issues to improve the fairness of the AIA's post-grant proceedings, 

'* The GAO Report subsequently issued on August 22, 20 13; see n. 17 infra. 

It was then widely thought that USPTO fees would be exempt under Section 255 of the Budget Control 
Act (“Paygo”) as funding activities supported by the voluntary payments of the public for goods or 
services, and that the funding provisions of the AIA would ensure that fee revenues would be spent by the 
USPTO to improve the quality of patent examination. 
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In June of 2013, Price Waterhouse Coopers (“PWC”) released its annual study of patent litigatioi 
activity, covering 1995 through 2012. This empirical study reports that the rate of patent litigation 
remains closely correlated to the number of patents issued by the USPTO'’, and that the recent sharp 
increase in case filings is due to the temporary rash of false marking cases (since abolished by the AIA) 
and to the AIA’s requirement that unrelated defendants cannot be joined in a single action. Over the 
past five year period, practicing entity patent holder success rates in litigation are reported by PWC to be 
38% vs. 24% for NPEs, due largely to the fact that courts grant summary judgment against NPEs more 
often than against practicing entities.’^ Since PwC categorized universities and non-profits as NPEs in 
this study, their 45% success rate in court means that for-profit NPEs and individuals collectively 
experienced an even lower success rate.’* 

In August of 2013, the GAO issued its long-awaited study entitled, “Assessing Factors That 
Affect Patent Infringement Litigation Could Help Improve Patent Quality,” in which it reported 
that between 2007 and 2011, about 80% of all patent suits are brought by manufacturers, individual 
inventors and universities, and that NPEs and “likely PMEs” accounted for about 19% of these suits.’ 
The GAO noted that while there was a steep rise in the number of PAE suits brought in 201 1, the increas 
in that year was likely the result of anticipating the enactment of the AIA, which contained provisions 
requiring that fewer defendants be joined in a single suit, thus requiring that more suits be brought. 

On October 29, 2013, the House Judiciary Committee held a hearing to receive testimony on H.I 
3309, and other proposed bills that were then pending in the House. At that hearing, former USPTO 
Director David Kappos summarized the effect on the patent system of withholding access to the user feei 
paid to the USPTO: 

Before turning to H.R. 3309, the most important point 1 will make today - the most important by 
some wide margin - is that Congress simply *must* ensure full funding of the USPTO. Less tha 
2 years after passage of the AIA and all the accompanying focus on USPTO user fee diversion, 
we found ourselves again looking at an Agency having its lifeblood, the user fees that come with 
all the work asked of USPTO by American innovators, drained away, 1 simply cannot overstate 
the destruction this is causing, as the work remains without the funding to handle it, creating an 
innovation deficit that will require future generations of innovators to pay into the Agency again 
in hopes their fees can actually be used to undertake the work for which those fees are paid. Nor 
will it be possible for the USPTO to accomplish the mandates of the AIA, much less the added 
responsibilities contemplated by parts of H.R. 3309, without access to tlie user fees calculated to 
meet those challenges. The USPTO is making progress in improving examination rigor, patent 
quality, and reduction of its backlogs. But none of this will continue, and backsliding is 
inevitable, unless full user fee access is provided to the Agency. Full fee access must be job 


” 2013 PWC 2013 Patent Litigation Study, at Chart l,pg. 6, noting a 96% correlation since 1991, available at 

http://www.p\vc.com/cn tJ.S/us/forensic-services/Dublications/assets/2Q13-patent-litigation-studv.pdt 

'*Id. 

’* Id. at 13 and Chart 5d. 

''•Id at 26 and Chart 10b. 

" Intellectual Property: Assessing Factors that Affect Patent Infringement Litigation Could Help Improve Patent 
Quality " (GAO-1 3-465 Patent Litigation), August 22, 2013, at page 17. See 

http://www.natentdoc5.org/2013/08/the-gao-is5ues-a-reDort-on-Dalent-liligalion-trends-it-tums-oiit-that-the-skv-is- 

not-falling.html . 

’* Wat page 14. 

” Testimony of David J. Kappos, House Judiciary Committee of October 29, 2013, at pg. 2, available at 
https://iudiciarv.house.gOv/hearings/ l 13tlt/l 02920 l3/KaDDOs%20Testimonv.pdf : see afeo testimony of Robert 
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Although not currently addressed in any legislative proposals pending in the Senate,’” our Coalition, and 
likely all of the stakeholders testifying today, wholeheartedly agree with Mr. Kappos. 

Between March and December of this year, a number of discussion drafts and bills were 
introduced in the House that eventually led to the passage of the Innovation Act (H.R. 3309), on 
December 5, 2013. The provisions of this bill fall into seven main categories: (1) attorney fees shifting 
to prevailing parties and related provisions to ensure their collections, (2) stays of patent suits against 
customers and end-users in favor of those against manufacturers and suppliers, (3) disclosure 
requirements of real-party-in-interest information by patent asserters, (4) heightened pleading 
requirements for complaints in patent cases; (5) discovery management requirements for patent cases, (6) 
recommendations of procedural proposals for consideration by the Federal Judicial Conference, (7) 
technical fixes to the AlA, and (8) miscellaneous provisions. 

Within this period, the Senate was also active, with a number of bills being introduced by 
Senators Schumer (S. 866), Cornyn (S. 1013), Hatch (S. 1612), and Leahy-Lee (S. 1720) to address 
different aspects of the perceived problem. Our Coalition is pleased to have been part of the process 
leading towards the development of this legislation, and appreciates the opportunity to present this 
testimony on the various provisions now under consideration in the Senate. 

II. Personal/Cornorate/Coalition Introduction 

By way of personal introduction, I am a registered patent attorney with 40 years of experience in 
all aspects of patent law. In addition to drafting and prosecuting patent applications, I have tried patent 
cases to both judges and juries, and have advised a wide variety of clients, both plaintiffs and defendants, 
in many industries ranging from semi-conductor fabrication to biotechnology. Over the course of my 
career, I have represented individual inventors, universities, start-ups, and companies of all sizes. In 
January of 2000, I left private practice to join Johnson & Johnson as its Chief Patent Counsel, where I 
now serve as Senior Vice-President and Chief Intellectual Property Counsel in its law department. 

Johnson & Johnson is a family of about 275 companies, and is the largest broad-based 
manufacturer of health and personal care products in the world. Collectively, Johnson & Johnson 
companies represent this country’s largest medical device business, its sixth largest consumer, nutritional 
and persona! care business, and one of its largest pharmaceutical and biotechnology businesses. Johnson 
& Johnson companies employ approximately 128,000 people. Johnson & Johnson’s companies are 
research-based businesses that rely heavily on the U.S. patent system and its counterpart systems around 
the world. 

The 2 1C is a broad and diverse group of nearly 50 corporations, the Steering Committee of which 
includes 3M, Caterpillar, Eli Lilly, General Electric, Procter & Gamble and Johnson & Johnson. For more 
than 100 years, our Coalition’s companies have played a critical role in fostering innovation. We invest 
billions of dollars annually on research and development to create American jobs and improve lives. 
Representing 18 different industry sectors including manufacturing, information technology, consumer 
products, energy, financial services, medical device, pharmaceutical, and biotechnology, our Coalition 
advocates for patent reforms that will foster investment in innovation and job creation and promote 
vigorous competition in bringing new products and services to American consumers. 


Armitage, House Judiciary Committee hearing of October 29, 2013 at pg. 3, available at 
https://iudiciarv-hQuse.gov.’hearings/] 13 th/ 1 029201 3.'Annitage%20Testimonv. pdf . 

But see H.R. 3347, the “Innovation Protection Act,” (Conyers), available at 
http:7\vww.gpQ.cov/fdsv5/pkg/BILLS-l t3hr3349i!v'pdt7BILLS-l 13hr3349ih.pdf . 
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As the manufacturers and marketers of thousands of products, the freedom to make and sell 
products in view of the patents of others is always a concern to our Coalition’s members. And even 
though we routinely review thousands of patents during our product development processes, make 
appropriate design changes to avoid the patents of others and/or obtain appropriate licenses or legal 
opinions prior to launching our products, we nonetheless must defend our companies against charges of 
patent infringement. Most of these litigations involve competitors or would-be competitors, although 
many involve non-manufacturing patentees. Overall, Johnson & Johnson’s companies find themselves to 
be defendants about as often as plaintiffs. 

The 21C’s interest in patent law reform is to ensure that the patent system fairly rewards those 
who contribute to our society through the invention and development of new and useful products and 
processes, A fair, efficient and reliable patent system will continue to stimulate the investment in 
innovation that is necessary in today’s technologically complex world to create the new products and 
processes that will lead to better lives for Americans and the rest of the world. In addition, the best 
promise for preserving and enhancing our place in an increasingly competitive global marketplace will be 
to stimulate U.S. investment in research by universities and small and large companies. 

III. The Relationship Between Patent Litigation. Innovation and Jobs 

A. The Relationship Between Patent Protection. R&D Investment and Patent 
Enforcement 


To enhance the objective of maximizing R&D investment and its attendant creation of jobs, it is 
incumbent on the courts to effectively enforce meritorious patents against those who are infringing them, 
while weeding out specious claims that act as drags on the system. For those wishing to deter the 
assertion of specious claims, the challenge is how to deter only those claims that are specious without 
deterring those worthy of serious consideration by the courts. 

As reflected by the recent passage of the AIA, there is bipartisan agreement that a strong and 
efficient American patent system will stimulate investment in R&D, and lead to the preservation and/or 
creation of millions ofjobs. As Senator Leahy has explained: 

High quality patents are the key to our economic growth. They benefit both patent 
owners and users, who can be more confident in the validity of issued patents. Patents 
of low quality and dubious validity, by contrast, enable patent trolls and constitute a 
drag on innovation. Too many dubious patents also unjustly cast doubt on truly high 
quality patents. 

*♦* 

Innovation and economic development are not uniquely Democrat or Republican 
objectives, so we worked together to find the proper balance for America— for our 
economy, for our inventors, for our consumers. 

Thomas Freidman wrote not too long ago in The New York Times that the country 
which “endows its people with more tools and basic research to invent new goods and 
services [] is the one that will not just survive but thrive down the road. . . . We might 
be able to stimulate our way back to stability, but we can only invent our way back to 
prosperity." 

10 Cong. Rec. S131 (January 25, 201 1) (statement of Senator Patrick Leahy) 
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This focus on economic growth is the correct one. If done right, patent reforms will stimulate the 
private sector to invest in economic development and job growth. All other considerations should be 
secondary. 

Johnson & Johnson’s companies are good examples of the relationship of the patent system, and 
patents, to jobs and job growth. Johnson & Johnson conservatively estimates that at least 65,000 of its 
full time jobs depend on the patent portfolios of its companies’ ten thousand U.S. patents (and their 
foreign counterparts). Stated differently, we now estimate that, on average, each U.S. patent results in, 
preserves and protects the jobs of 7.2 employees per year, or, over its 20-year life, 144 job-years. This 
estimate does not take into account the jobs of countless others at suppliers, distributors and retailers 
involved in the research, manufacture, distribution and sale of our products that indirectly depend in 
whole or in part on our patent rights. 

Johnson & Johnson companies invest about $8 billion on research and development (“R&D”) 
yearly, and are awarded about 1,000 U.S. patents yearly protecting the inventions that result from these 
investments. Our operating companies therefore spend about $8 million on R&D for each patent 
obtained. Needless to say, these research and development expenditures result in the direct employment 
of thousands of people throughout the United States in very good jobs with excellent benefits. Without 
the promise of reliable patent protection, only a small fraction of this expenditure would be made. 

As these numbers would suggest, the costs directly associated with the enforcement of patents 
and the defense of patent suits brought by others against our companies represents a very small fraction of 
the cost of R&D we conduct. Nonetheless, the amount of R&D investment itself is very sensitive to 
changes in the patent enforcement climate; a primary consideration in deciding whether patent laws 
should be changed is what effect they may have on R&D investment, and thus jobs and job growth. 
Proposed changes that increase the likelihood that meritorious inventions may be reliably enforced 
against infringers should be favored, as these changes will have the greatest impact on stimulating R&D 
investment and job growth. Those that might discourage inventors from bringing meritorious claims of 
patent infringement should be viewed with a critical eye. 

Research based companies are rational decision makers when it comes to deciding whether and 
how much to invest in R&D. When deciding whether or not to make, or to continue making, an 
investment in any given project, many factors are taken into account, including the cost of the project, the 
technical risk and likelihood of success of the project, the expected cost saving or product enhancement to 
be achieved, and the expected return on investment. In determining the expected return on investment, a 
critical element is the likelihood that meaningful patent protection will be accorded to deserving 
inventions resulting from the project, the degree and duration of exclusivity that resulting products or 
processes will enjoy, and the likelihood that the involved patents will either be respected by competitors, 
or can be promptly and successfully enforced in the event of infringement. When such projections 
indicate that the return on investment exceeds a threshold commensurate with the risk involved, the 
investment is, or continues to be, made. When it does not, the project is not begun, or is cancelled. 

It is a common misconception that a patent for an invention confers a right on the patent owner to 
make, use or sell products embodying the invention. This is not true. A patent confers only the right to 
exclude others from doing so for the limited term of the patent. If patents in a given field are seen to be 
too expensive to enforce in relation to the value of market exclusivity they protect, they lose their value, 
and investment in inventions in that field is chilled. Accordingly, there is a delicate balance between the 
cost of patent enforcement and the impact of the patent system on R&D investment. 

Another important factor that impacts R&D investment is the perception of the business 
community of the reliability of patent enforcement. Patents will not stimulate R&D investment and job 
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growth unless they are perceived to be readily enforceable. If the courts and/or USPTO post grant review 
procedures are perceived as hostile to patent rights, our patent system will suffer. A patent that cannot be 
enforced is a hollow right. 

As important as patent enforceability is to inventors and developers, it is the ability to ultimately 
profit from their inventions that induces and rewards R&D investment. For manufacturers, the ability to 
commercialize their inventions free from specious legal claims and the legal expenses needed to 
successfully defend against them is a significant consideration. For non-manufacturing patentees, the 
consideration is similar, as the values of their patents depend upon their existing or future licensee’s 
ability to market their inventions. 

As previously noted, most manufacturers mitigate the risk of being sued for patent infringement 
by searching the patent literature during product development, and either designing around existing 
patents of others, or acquiring rights to them by purchase or license. Nonetheless, even the most diligent 
of these “freedom to operate” studies cannot identify every possible future patent claim. This is especially 
true for specious claims that are based upon patents that are asserted against products or processes that 
cannot be argued reasonably to be within the scope of the invention claimed in the patent. 

B. Non-Practicing Entities and the Importance of Freely Transferrable Patent 
Rights 

Some of our best and most productive inventors do not manufacture or market their own 
inventions. Among these are America’s independent inventors, university and government based 
inventors, and many small businesses and startups. NPEs, especially universities, startups and other 
research organizations serve as important sources of technology that are, or become components of, 
innovations that are developed and brought to market by others, including many of the members of our 
Coalition. Johnson & Johnson’s companies, for example, pay hundreds of millions of dollars a year to 
NPEs, including their R&D partners, universities, independent inventors and small businesses, for 
licenses under valuable technologies that are, or that we hope will be, incorporated in our products. 

For some NPE’s, the decision not to pursue manufacturing and marketing is a matter of choice. 
They may, for example, prefer to concentrate their energies on originating inventions rather than in 
developing them, leaving the commercialization to licensees who are better positioned to manufacture and 
market them. Or they may sell or license their patents to venture capitalists who will attend to raising the 
capital needed for commercialization. 

For others, superseding circumstances may effectively prevent or limit inventors from 
commercializing tlieir inventions. For example, if the invention is an improvement on existing patented 
technology, the owner of the original patent rights on that technology may be the only licensee for the 
improvement, at least until the original patents expire. Or should an existing unlicensed competitor copy 
and begin marketing the inventor’s invention before the inventor is able to do so, the inventor’s ability to 
later market that invention may be substantially impaired. In those circumstances, the only recourse 
available to the inventor may be to bring suit against the infringing company to abate the infringement 
and/or to recover fair compensation for the unlicensed use of the invention. By the same token, when an 
inventor’s invention relates to an improvement useful in an industry with high barriers to initial entry 
and/or one in which the market is shared by just a few well entrenched competitors, the only practical 
way for an inventor to commercialize his invention may be to license, or if necessary sue, one or more of 
those competitors. 

In all of these circumstances, freely transferrable patent rights are fundamental to the achievement 
of the Constitutional objective of “promoting the progress of science and the useful arts.” Inventors who 
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are not in a position to develop or market their own inventions would be deprived of the value of their 
patents were they not able to freely license or sell them. Similarly, those who wish to bring these 
inventions to the public either by developing and marketing them themselves or by licensing them to 
others should not be discouraged from doing so. Such free trade in patent rights is beneficial to our 
society as it allows technology developers to combine many different inventions to create products that 
would not otherwise have been possible, 

IV. Abusive Patent Litigation Behaviors 

Abusive litigation practices are not unique to the patent law, nor are they of recent vintage. As 
long as there has been an adversary system for resolving judicial disputes, there have been litigants w'ho 
have looked for unfair ways to game the system for their own benefit. Nonetheless, the nature of patent 
cases is such that they may be prone to more abuse than is seen in other types of commercial litigation. 

A. Assertions of Specious Claims and Defenses To Force Settlement 

One common complaint about patent litigation is that too many specious claims or defenses are 
filed solely for the purpose of forcing an unjust settlement, typically at a cost that is less than the cost of 
successfully completing the litigation. While this type of abuse no doubt exists in other types of 
litigation, it may be more effective in patent litigation, where the subject matter is complex, extensive 
document discovery is available, a large number of potential witnesses may be deposed, and expert 
testimony is a practical necessity. Coupled with the difficulty in patent cases of distinguishing specious 
from meritorious claims and defenses, many parties choose to settle rather than litigate to a final 
conclusion. 

While most commonly thought of in the context of plaintiffs’ assertions of patent infringement, 
the problem may also manifest itseif through specious attacks on the validity of a patent, and/or in the 
assertion of questionable defenses that drive up costs for the purpose of forcing settlement. 

Without the benefit of a trial or other consideration of the merits of the particular claims and 
defenses, it is particularly difficult to distinguish whether patent claims brought, or validity or other 
defenses pressed, have substantial merit. While it is common to hear from both defendants and plaintiffs 
that the charges against them are without merit, the truth most often lies somewhere in the middle, 
making it difficult to craft an appropriate legislative response that targets only abusive litigation behavior. 

While some critics point to estimates of how much manufacturers pay to NPEs, they seldom 
acknowledge that the majority of such payments are being made to gain commercial access to valuable 
technologies, not just to buy off frivolous suits. Indeed, in cases where a licensee fee is paid at settlement 
that substantially exceeds the cost of successfully defending the case, it is usually fair to conclude that the 
accused infringer has recognized some likelihood that the courts would find the asserted patent to be both 
valid and infringed. Such recognition is quite often warranted as evidenced by the 2013 Patent Litigation 
Study by Price Waterhouse Coopers (“PwC”).^' The empirical data indicates that, while litigation brought 
by NPEs is somewhat less successful overall than litigation brought by practicing entities, NPE’s success 
rates are still significant.^’ 


” 2013 PwC Patent Litigation Study littn://www.pwc.com/en US..'us/forensic-services/publications/assets.'20l3- 
patent-litigation-studv-pdf : see also 2012 Patent Litigation Study http://wrvw.pwc.com/en US/us/forensic- 
service5/publications/assets/2012-patent-litiuation-studv-pdf 

” Id. chart 5b. 


10 



124 


This is not to deny or minimize the problems in litigation caused by the over assertion of a patent 
claim, or the over assertion of a defense of invalidity, unenforceability or noninfringement. This practice 
is unfortunately quite common, but difficult to address, as there is a fine line between zealous 
representation of a client’s interests, and pressing a position that is not reasonably based on the evidence 
or without substantial merit under existing law or a reasonable extension thereof. 

An analysis of case statistics concerning the award of attorney fees to prevailing parties in patent 
cases deemed to be “exceptional”^’ fails to reveal any identifiable trend that would suggest that any more 
specious claims or defenses are being pressed through trial now than they have been over the past 12 
vears.’^ Nonetheless, since the overwhelming majority of all patent cases are settled without trial, 

statistics based on case dispositions are unlikely to reflect trends in specious claims that are extinguished 
by settlement. Moreover, collection of reliable data concerning those claims is nearly impossible, as 
almost all of settlements are confidential and entail sharply differing opinions of the merits of the matter 
settled. 


B. Assertions Against Distributors. Retailers and End-Users Rather Than 
Manufacturers 


Another patent litigation practice that has been sharply criticized is the institution of suits against 
large numbers of distributors, retailers or end-users rather than the original manufacturer or supplier of the 
component or product alleged to infringe. This tactic takes advantage of the fact that such suits threaten 
defendants with the disruption of aspects of their businesses that are at best tangentially related to the 
invention which is the subject of the patent, and that each individual defendant has less motivation to 
litigate the issue to final conclusion than the manufacturer of the product at issue. The result can be to 
collect enormous sums as the result of a very large number of small settlements whose cumulative value 
far exceeds the amount that could have been recovered from the original manufacturer. 

While existing jurisprudence would normally favor a stay of such customer suits pending 
resolution of an action brought by the manufacturer to finally resolve the issue, some district courts 
decline to so exercise their discretion, thus attracting a disproportionate percentage of such filings. 

C. Blanket Demand Letter Abuse 

Another kind of abusive patent assertion activity that has drawn public attention is the blanket 
assertion of patent rights against vast numbers of end-users or others who are using purchased products in 
their intended manners. This type of abuse involves the sending of hundreds to thousands of demand 
letters to individuals or small businesses who are generally not sPphisticated in patent matters. The 
recipients are advised that their activities infringe, and that they will be sued if they do not remit a license 
payment that is often less than the cost of hiring a patent attorney to assess the merits of the claim. If the 
recipients do not respond, some asserters follow up by reiterating the demand along with a document that 
purports to be a draft complaint. And even though litigation is threatened, in most cases it appears that, 
unbeknownst to the recipients, these threats are false, as the asserters have no intention of ever filing suit. 

Fortunately, thus far it appears that no more than a handful of such assertion entities are pursuing 
this strategy’’, and' thaf to the extent discernible, the strategy has not been very successful. Nonetheless, 


” See 35 use § 285, which states: “The court in exceptional cases may award reasonable attorney fees to the 
prevailing party.” 

See www.palstats.org statistics for awards of attorney fees to plaintiffs and defendants from 2000-2012. 

” Most cited are letters threatening coffee shops for providing internet and scanner owners for using their scanners 
as intended. See “Patent trolls want $ 1 ,000 for using scanners,” ars technica. January 2, 20 1 3 at 
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these behaviors smack of classic unfair and deceptive trade practices, so it is not surprising that they have 
drawn scrutiny from a number of state legislators and state attorneys general, leading to the passage of at 
least one state law to counter this abuse. See Vermont Consumer Protection Act at 
httD://www.leg..state.rt.u.s/statiite.s/fullsection-rfm?Tirle=oQ&Chanter=o6n&Section"024sa . In addition Nebraska 
has sent a law firm a civil investigative demand, as well as a cease-and-desist order that directed it to stop 
sending threatening demand letters to Nebraska consumers and businesses, citing concerns under both its 
Consumer Protection Act and the Uniform Deceptive Trade Practices Act.^* 

In recognition of the lack of information concerning the prevalence of bad faith demand letters, 
the Section 8(e) of the Innovation Act authorizes a one year study by the Director “of the prevalence of 
the practice of sending patent demand letters in bad faith and the extent to which that practice may, 
through fraudulent or deceptive practices, impose a negative impact on the marketplace.” 

Our Coalition supports this study, as more information is needed to assess the prevalence of this 
practice. 

D. A Party’s Identity Does Not Determine The Propriety Of Its Litigation 
Behavior 


While the financial, legal and business circumstances of a patentee will affect the objectives in 
asserting a patent, none of these criteria are predictive of whether litigation brought by any particular 
patent owner is abusive. Indeed, the litigation practices discussed above may be employed by all classes 
of patentees, should they be so inclined. 

Tire PwC Patent Litigation Study data indicates that litigation rates vary considerably from year 
to year and industry to industry. NPEs enjoy their highest levels of success, exceeding even those of 
practicing entities, in certain industries (biotechnology/pharma & medical devices) while having less 
success than practicing entities in other industries (business/consumer services, software, 
automotive/transportation, chemicals/synthetic materials and telecommunications).^’ Nonetheless, during 
the overall 1 8 year period covered by the NPE study, NPE’s experienced a success rate of 24.3%, versus a 
non-NPE rate of 34.5%.“ Of course, none of these statistics demonstrate that any of the unsuccessful 
enforcements were frivolous, rather than good faith assertions that were simply not proven. 

These statistics do suggest that courts may be changing their approach to cases brought by certain 
NPEs. While non-practicing and practicing entity success rates were very close to each other in the 2001- 
2006 time period (28% vs. 33%), they diverged in the 2007-2012 time period (25% for NPE’s vs. 38% for 
non-NPE’s) due largely to an increase in the number of NPE cases disposed of by summary judgment. 
Collectively, this data suggests that in the last five years, judges have been closely scrutinizing NPE 
patent assertions, and have been terminating a higher percentage of them before trial. 


httn://arstechnica.coni/tech-Dolicv/20 1 3/0 1 /patent-trolls-want-lOOO-l'or-usins-scanners/ : Stopping Patent Trolls, 
Jo.shua Bmstein . Businessweek at http://w\vw.businessweek.com/articles/20 13-12-1 2/a-bill-stoPDing-patent-trolls : 
TROLLING EFFECTS at lntps://tro}lingeFFects.org/letters . Few other examples have often been cited, perhaps 
suggesting that the practice is not as widespread as might appear. 

See “Vermont and Nebraska Attorneys General Take Patent Trolls Flead On,” NAAGazette, available at 
httpr'/www.naag.org/vermont-and-nebraska-attomevs-ueneral-takc-Datent-trQlls-head-on.phD . 

See chart 6f n.l3 supra. 

See chart 9b, n. Usupra. 
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These statistics also show that most NPE suits are brought in just a few districts, and that the NPE 
success rate in the most popular district, the Eastern District of Texas, at 57.5%, is substantially higher 
than in all other districts.^’ 

V. Steps Already Underway To Counteract Abusive Patent Litigation 

Our Coalition believes that it is important to take into account the recent steps that have been 
taken, or that are in the process of being taken, by the Courts, Congress and the USPTO to counteract 
abusive patent litigation. As early indications are that these steps will make a significant difference, our 
Coalition believes that a cautious approach should be taken towards additional reforms until better 
infonnation becomes available concerning the reform measures that are now being implemented or that 
are already in place. 

A. Issued and Impending Judicial Decisions 

The judiciary has issued opinions in a number of areas relating to patent law which have 
significantly curbed abusive patent litigation. These include decisions that address the appropriateness of 
injunctive relief, overly broad patents, unfounded damage claims, and problematic venue issues. The 
judiciary now has turned its attention to other issues that are likely to have a profound impact on patent 
litigation and perceived abuses of the process. During its current term, the Supreme Court has granted 
certiorari in two cases regarding fee-shifting under 35 U.S.C § 285, and a case involving the patent 
eligibility of computer-implemented inventions under 35 U.S.C. § 101. By the end of June 2014, when 
decisions in these cases have been announced, the landscape of patent litigation may look significantly 
different than it does today. 

i. Courts No Longer Automatically Grant Injunctive Relief 

Concern had been expressed in the patent community that non-practicing patent holders who 
were litigating solely for the purpose of seeking monetary relief were nevertheless using the threat of an 
injunction to “hold up” defendants for higher settlements. It had been the general rule that upon a finding 
of infringement and validity, a permanent injunction should issue. As noted above, however, the 
Supreme Court in eBa/° rejected the Federal Circuit’s rule of a near automatic grant of injunctive relief 
in patent cases, instead calling for an assessment of the “principles of equity.” After eBay, a patent holder 
must show, among other things, that ongoing infringement causes it to suffer an irreparable injury and 
that remedies available at law, such as monetary damages, are inadequate to compensate for that injury. 
Courts following eBay now deny requests for injunctive relief where patent holders, for example, can be 
fully compensated by monetary damages in the form of an ongoing license.^' This has significantly 
removed the “hold up” threat in patent cases. At the same time, these decisions reflect a balance in that 
they leave open the prospect of injunctive relief on a case-by-case basis. 


See chart 9a, n.l3 supra.; This trend may not continue, however, as the AIA’s limitations on joinder of parties in a 
single action coupled changes in venue law of venue have already resulted in more cases being transferred from the 
Eastern District of Texas to other jurisdictions. 

-™ 547 U.S. 388 

E.g., Bard Peripheral Vascular, Inc. v. W.L. Gore & Assocs., Inc., 670 F.3d.l 171, i 192 (Fed. Cir. 2012); VernetX, 
Inc. V. Apple Inc., No. 6:10-cv-417, 2013 WL 692652 (E.D, Tex, Feb. 26, 2013). 
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ii. The Law is Evolving to Address Overly Broad Patents 

Concern has also been expressed that patents are being routinely asserted which contain overly 
broad, vague and ambiguous claims. The Supreme Court and the Federal Circuit have issued a number of 
recent decisions directly dealing with these concerns. 

Method claims 


The Supreme Court has recently taken up a series of cases that examine the validity of method 
claims in the context of patentable subject matter under 35 U.S.C. Section 101. In Bilski v.Kappos,^' the 
Supreme Court affirmed the rejection of claims directed to a method of hedging losses in one segment of 
the energy industry by making investments in other segments of that industry on the basis that the claimed 
investment strategy was simply too abstract to warrant patent protection. Similarly, in Mayo 
Collaborative Services v. Prometheus Labs., Inc./^ the Court held that the claimed method of 
personalized medicine dosing was not eligible for patent protection because the process is effectively an 
unpatentable law of nature. In response, courts are more closely scrutinizing claims in patent cases to 
ascertain whether they are sufficiently concrete and non-abstract to qualify for patent protection under 
Section 101. 

Software claims 

On December 6, 2013 the Supreme Court announced that it has granted certiorari in Alice Corp. 
V. CLS Bank. This case involves several business method patents that claim software-implemented 
strategies for reducing the risks of certain types of financial transactions. In this case below, the Federal 
Circuit had addressed the following questions: 

a. What test should the court adopt to determine whether a computer-implemented 
invention is a patent ineligible “abstract idea”; and when, if ever, does the presence of a 
computer in a claim lend patent eligibility to an otherwise patent-ineligible idea? 

b. In assessing patent eligibility under 35 U.S.C. § 101 of a computer-implemented 
invention, should it matter whether the invention is claimed as a method, system, or 
storage medium; and should such claims at times be considered equivalent for § 101 
purposes? 

In a sharply divided decision, the Federal Circuit decided that the claimed business methods did 
not qualify as patentable subject matter.” 

The issue now to be decided by the Supreme Court is 

Whether claims to computer-implemented inventions - including claims to systems and 

machines, processes, and items of manufacture - are directed to patent-eligible subject matter 

within the meaning of 35 U.S.C. § 101 as interpreted by this Court.” 


” 130 S.Ct. 3218 (2010) 

” 132 S.Ct 1289(2012) 

”717F.3d 1269 (Fed. Cir. 2013) 

Alice Corp. Pty. Ltdv. CLS Bank Intern., Supreme Court Docket No. 13-298, see 
htlp://www.siwren7ecourl.sov/Search.a.spx?Fi!eName~/ciocketfiIes/l3-298.htm . 
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Accordingly, this case is very likely to finally decide the extent of patent-eligibility for computer- 
implemented inventions, including computer-implemented business methods, and, regardless of which 
way it is decided, to have an enonnous impact on the field of software patenting. 

Written description requirement 

The Federal Circuit has also addressed over-breadth of claims by reaffirming that the patent laws 
in fact require a written description of the invention.“ According to the Federal Circuit, this requirement 
ensures that inventors have actually invented the subject matter claimed in their patents. In other words, 
each claim must have support in the written description for each element to show that the inventor 
actually invented that which he or she claims. 

Svecification disclosure requirement 

Finally, the Federal Circuit has also addressed concerns about the over-breadth of claims, 
particularly in the software field, by ensuring that functional language in such patent claims finds 
adequate structure in the specification for performing the claimed function. In Function Media, LLC v. 
Google, Inc.,^^ for example, the asserted patents involved a computer system for facilitating advertising 
on multiple computer outlets. The Federal Circuit affirmed the district court’s invalidation of the patents 
because they were indefinite, stating“[w]hen dealing with a ‘special purpose computer-implemented 
means-plus-function limitation,’ we require the specification to disclose the algorithm for performing the 
function.”^* 


iii. Courts Have Reigned-In Speculative Damages Awards 

The Federal Circuit has also been quite active in the damages area, issuing a number of recent 
important decisions directly addressing the proper measure of damages in cases of patent infringement. In 
Lucent,^^ the Federal Circuit addressed concern about large patent damages awards where the patented 
invention was merely a component of a much larger commercial product. The Court made clear that 
damages awarded for infringement in tliis situation cannot be based automatically on the market value of 
the entire product, but must be shown to be reasonably tied to the value of the patented feature as shown 
through consumer demand for that feature. In other words, in order for a damages award to be based on 
the value of the larger commercial product, the patent holder must prove that the patented feature drives 
the sales of the larger commercial product. In the wake of the Lucent case, district courts, through their 
important gate keeper function, are now rejecting damages expert testimony which attempts to base the 
value of patent damages on the larger commercial product where it cannot be shown that the smaller 
patented feature is the basis for the demand for the larger product.” 

The Federal Circuit has further reigned in speculative damages expert testimony by abolishing the 
so-called “25% of profits rule” which had been used by damages experts over the years as a rough 
baseline for negotiating a reasonable royalty for patent damages. In Uniloc v. Microsoft,'" the Federal 


Ariad Pharmaceuticals, Inc. v. Eli Lilly and Company,59H F.3d. 1336 (Fed. Cir. 2010) (enbanc). 

” No. 2012-1020, slip op. at 9 (Fed. Cir. Feb. 13, 2013). 

” 580 F.3d 1301 (Fed. Cir. 2009). 

* See, e.g., MidtiMedia Patent Trust v. Apple Inc.. No. I(M:V-26I8-H (KSC), 2012 WL 587371 1 (S.D. Cal. Nov. 
20, 2012); Apple, Inc. v. Motorola, Inc, No. 1:1 l-cv-08540, 2012 WL 1959560 (N.D. 111. May 22, 2012); Im-entio 
AG V. Otis Elevator Co., No. 06 Civ. 5377(CM), 201 1 WL 3359705 (S.D.N.Y. June 23, 201 1); IP Innovation LLC 
V. Red Hat, Inc, 705 F. Supp. 2d 687 (E.D. Tex. 2010). 

632 F.3d 1292 (Fed. Cir. 2011). 
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Circuit made clear that any damages testimony must be carefully tied to the facts and circumstances of a 
particular case and not to abstract general rules. 

The Federal Circuit also has cabined the types of licenses that are permissible to use in assessing 
a reasonable royalty. In ResQNet.com v. Lansa,^^ the Court made clear that if a plaintiff is relying on 
licenses as a measure of litigation damages, there must be an evidentiary basis linking the licenses to the 
claimed invention. This case thus limits the ability of a plaintiff to inflate its claimed measure of damages 
by picking and choosing economic terms of licenses that are not for the patents in suit or that are not 
“clearly linked to the economic demand of the claimed technology.”^^ 

These decisions have routinely been applied by the district courts to reign in speculative damages 
claims and awards in patent cases. 

iv. Courts Have Addressed Venue Abuse 

Another area of significant focus by the courts has been venue abuse. Specifically, it was argued 
that patent cases were being filed in districts, particularly the Eastern District of Texas, with no 
meaningful connection to the defendant other than the fact that the defendant may sell accused infringing 
products in that district. Defendants who have moved to have the cases transferred to a more convenient 
forum had those motions denied by some district courts which placed virtually dispositive weight on the 
plaintiffs choice of forum. 

In a series of precedential rulings, the Federal Circuit employed the extraordinary remedy of 
issuing writs of mandamus to prevent litigants from abusing the permissive venue provisions for patent 
litigation by filing patent litigation in venues that have no reasonable connection to the parties and 
evidence. See, e.g.. In re Nintendo Corp.'''* In addition, the Federal Circuit has also indicated that a district 
court must rule on a writ of mandamus when it is filed and not delay ruling on it until much later in the 
case, as delaying a ruling on such motions until substantial pre-trial proceedings have occurred has the 
effect of depriving litigants of their right to be transferred to a more convenient forum.'^^ 

V. The Supreme Court Is Addressing Fee Shifting in Patent Cases 

On October 1, 2013, the Supreme Court granted petitions for writs of certiorari in two patent 
infringement cases raising the issue of when an award of attorney fees to a prevailing party is appropriate 
under 35 U.S.C. § 285. In Octane Fitness, LLC v. ICON Health & Fitness, Inc.^ Docket No. 12-1184, the 
Court will consider the test used to determine whetlier a case is “exceptional” under Section 285, which is 
a requisite finding for the award of fees to the prevailing party. The petitioner challenged the ’’rigid and 
exclusive” test that the Federal Circuit uses to determine whether a case is "exceptional,” presenting the 
following question that the Court accepted for review: 

Whether the Federal Circuit's promulgation of a rigid and exclusive two-part test for 

determining whether a case is "exceptional" under 35 U.S.C. § 285 improperly 

appropriates a district court’s discretionary authority to award attorney fees to 


594 F.3d. 810 (Fed. Cir. 2010). 

Id. at 872-873. 

“^^See, e.g.. In re Microsoft Corp., 630 F.3d 1361 (Fed. Cir. 201 !); In re Acer America Corp., 626 F,3d 1252 (Fed. 
Cir. 2010); In re Zimmer Holdings, Inc., 609 F.3d 1378 (Fed. Cir. 2010); In re Nintendo Corp., 589 F.3d. 1194 (Fed. 
Cir. 2009); In re Genentech, 566 F.3d 1338 (Fed. Cir. 2009); /« re Hoffman-LaRoche Inc., 587 F.3d 1333 (Fed. Cir. 
2009); In re TS Tech USA Corp., 551 F.3d 1315 (Fed. Cir. 2008). 

re EMC Corp, No. lO-cv-0435, 2013 U.S. App. LEXIS 1985 at *5, 6 (Fed. Cir. Jan. 30, 2013). 
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prevailing accused infringers in contravention of statutory intent and this Court’s 
precedent, thereby raising the standard for accused infringers (but not patentees) to 
recoup fees and encouraging patent plaintrffs to bring spurious patent cases to cause 
competitive harm or coerce unwarranted settlements from defendants. 

In Highmark Inc. v. Allcare Health Management Sys., Docket No. 121163, the Court will 
consider the deferenee to be given, if any, to a district court’s determination that a case is “exeeptional” 
within the meaning of Section 285. The question presented to the Court is: 

Whether a district court's exceptional-case finding under 35 U.S.C. § 285, based on its 
judgment that a suit is objectively baseless, is entitled to deference. 

The Solicitor General, as well as many amicus curiae, has argued that the Court should lower the 
standard needed to find a case to be “exceptional” under Section 285, thus permitting fee shifting in favor 
of prevailing parties more frequently in patent infringement cases." In an amicus brief filed in the 
Octane Fitness case by Johnson & Johnson and other 2IC Steering Committee member eompanies, we 
argued: 

Amici Companies believe that the Federal Circuit’s test for what constitutes an 
“exceptional” case under Section 285 has set the bar too high. Fee shifting is invoked too 
rarely to serve as an effective deterrent against litigation misconduct. The Federal Circuit 
has interpreted Section 285 as permitting fee shifting only in cases where the culpable 
conduct of the non-prevailing party fits into one of the specific categories the court has 
defined as meeting the threshold for an exceptional case: objectively baseless litigation 
brought in subjective bad faith; willful infringement; inequitable conduct before the 
patent office; or Rule 1 1 abuses and similar material litigation misconduct. See, e.g.. 

Brooks Furniture Mfg., Inc. v. Dutailier In! ’I, Inc., 393 F.3d 1378, 1381 (Fed. Cir. 2005). 

As a result, application of Section 285 has become mechanical and ineffective as a means 
for district courts to manage and deter litigation misconduct. 

The Federal Circuit’s Section 285 jurisprudence misses the forest for the trees. By 
cabining the grounds for finding a case “exceptional” to narrow categories of egregious 
conduct, the court has lost sight of Section 285’s purpose as an exception to the American 
Rule when, under the totality of the circumstances, equity requires that the prevailing 
party not bear some or all of the fees it incurred. To be clear. Section 285 plainly makes 
the awarding of fees the exception, not the rule. But “exceptional” is not synonymous 
with “almost never.” Fee shifting under Section 285 should be available to district courts 
in practice, not merely on paper, when sound equitable discretion dictates that a non- 
prevailing party has acted in a manner beyond the bounds of acceptable litigation 
behavior and should therefore bear the consequences of its actions by paying some or all 
of its opponent’s reasonable litigation expenses. 

Amici Companies thus urge the Court to realign the interpretation of Section 285 with 
traditional principles of equity, as applied in the context of the claims, defenses, and 
issues arising in patent litigation, and with acceptable norms of litigation conduct. The 
district courts should be empowered to determine which cases are “exceptional,” and 


* See http://www.america 11 bar. 0 rg/publications./Drcview home/12-1 1 84.html (collecting amicus briefs in 
Octane Fitness); hltp://www\americanbar.org/publications/preview home/ 12-1 163.html (collecting 
amicus briefs in Highmark). 
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whether and in what amount fees should be shifted upon such a finding, through exercise 
of their sound equitable discretion based on the totality of the reeord. By doing so, fee 
shifting in patent cases will serve the same purposes this Court has indieated it serves in 
other areas of litigation: a case management tool for courts to discourage certain types of 
claims or defenses and to sanction misconduct. 

The Court will hear arguments in both Octane Fitness and Highmark on February 26, 2014. Decisions 
are expected by the end of the Court’s current term in June. 

vi. The Supreme Court Is Addressing the Patent Eligibility of Computer- 
Implemented Inventions 

On December 6, 2013, the Supreme Court granted a petition for a writ of certiorari in Alice Corp. 
Ply. Ltdv. CiSJSan/ttoV, DocketNo, 13-298, to consider the patent eligibility of computer-implemented 
inventions. The question presented to the Court is: 

Whether claims to computer-implemented inventions - including claims to systems and 
machines, processes, and items of manufacture — are directed to patent-eligible subject 
matter within the meaning of 35 U.S.C. § 101 as interpreted by this Court? 

In this case, the Supreme Court will revisit the issue of how to detemtine whether a software- 
related claim is directed to a patent-eligible invention or an ineligible abstract idea. The .-\lice Corp. 
patent is directed to software-implemented business methods for mitigating settlement risk in certain 
financial transactions. In a sharply-divided en banc decision issued in May, the Federal Circuit 
determined that some of Alice Corp's claims lacked patent eligibility. The Federal Circuit split down the 
middle, with five of the ten judges concluding that all of the claims were ineligible for patenting and the 
remaining five judges concluding that, at least, the system claims were patent eligible. Because none of 
the opinions in the decision carried a majority, however, the Federal Circuit did not add clarity to the 
question that has now been accepted for review by the Supreme Court. 

The Supreme Court decision is likely to have a profound impact on many of the issues underlying 
calls for legislative action to combat patent infringement litigation abuse. The GAO report, for example, 
concluded that the recent increases in patent infringement litigation were not caused by non-practicing 
entity cases, but rather by the growth in litigation involving software patents: 

Public discussion surrounding patent infringement litigation often focu.ses on the 
increasing role of NPEs. However, our analysis indicates that regardless of the type of 
litigant, lawsuits involving software-related patents accounted for about 89 percent of the 
increase in defendants between 2007 and 2011, and most of the suits brought by PMEs 
involved software-related patents. This suggests that the focus on the identity of the 
litigant — rather than the type of patent — may be misplaced. 

Likew'ise, calls for expansion of the transitional review program for covered business method 
patents have focused on the perceived need for additional review of software patents. Thus, the Supreme 
Court’s opinion, expected by the end of the term in June 2014, may go a long w'ay toward addressing 
some of the fundamental questions regarding the patent eligibility of the types of patents that have spurred 
calls for the changes reflected in several of the pending legislative proposals in both chambers of 
Congress. 
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B. Litigation Process Initiatives 

In addition to judicial rulings addressing abusive patent litigation, a number of judicial 
jurisdictions as well as Congress have already implemented litigation process reforms that have had the 
effect of counteracting abusive litigation practices through more streamlined and consistent litigation 
practices. 


i. Patent Court Pilot Program 

One of the recent legislative initiatives to improve the process for patent litigation is the Patent 
Court Pilot Program. In January of 2011, Congress created the program whose stated purpose is “to 
establish a pilot program in certain United States district courts to encourage enhancement of expertise in 
patent cases among district judges.”'" The Administrative Office of the United States Courts selected 14 
federal districts courts to participate in the 10-year pilot program, which was implemented in July of 
2011. In each district, at least three judges have been designated to hear patent cases. The participating 
districts have adopted case assignment procedures allowing Judges in those districts who do not want to 
hear patent cases to have their cases assigned to one of the designated judges. The effect of this program 
for the participating districts has been that patent cases are being heard by judges who have developed an 
interest and expertise in the area. The expectation is that this will lead to more expedient resolution of 
patent cases. Another goal of the program is that the patent lawsuit caseload will become more dispersed 
throughout the country and less concentrated in Delaware, Northern California, and Eastern Texas. 

ii. Federal Judicial Conference and Other Initiatives 

The Advisory Council of the Federal Judicial Conference is in the process of an extensive 
review of the Federal Rules of Civil Procedure, with special emphasis on discovery management issues 
such as those present in complex patent cases. Proposed rules were published on August 15, 2013, 
with the public comment period remaining open until February 15, 2014.“* On November 5, 2013, the 
Committee’s Subcommittee on Bankruptcy and the Courts held a hearing regarding the proposed new 
rules, and the Committee is in the process of holding a series of hearings to gather input from involved 
stakeholders. A number of the proposed new rules specifically address case management and 
discovery issues in all federal civil cases, including patent infringement actions. For example. Rule 
26(b) would be amended to require that discovery be “proportional to the needs of the case considering 
the amount in controversy, the importance of the issues at stake in the action, the parties’ resources, the 
importance of the discovery in resolving the issues, and whether the burden or expense of the proposed 
discovery outweighs its likely benefit.” Other proposed changes to Rule 30 would reduce the 
presumptive numerical limits on depositions and their duration, and Rules 33 and 36 would be 
amended to place lower presumptive limits on the numbers of interrogatories, and to establish new 
presumptive limits on requests for admissions. In addition. Rule 37 would be amended to clarify the 
requirements for preservation of electronically stored information and the sanctions for failure to 
preserve such infomiation. 

Members of the judiciary have also been quite vocal in urging Congressional restraint in 
legislatively proposing litigation reforms, even asserting that the proposed legislation could violate the 
constitutional separation of powers, by encroaching on the authority of judges to manage their dockets. 


““ See n.6 supra. 

“* See http://www.uscourts.gov/uscourts/rules/preliminary-draft-proposed-amendments.pdf. 

See Letter to John Conyers from Committee on Rules of Practice and Procedure of the Judicial Conference of the 
United States, November 6, 2013 at http://! egaltimes.tvpeDad.coni/fiies/letter-on-innovation-act. pdf . 
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In a February 27, 2013 speech at the Association of University Technology Managers, Chief Judge Rader 
advocated an additional step to deter abusive patent litigation; an award of fees when it is clear tliere has 
been litigation abuse, which would include those situations that Chief Judge Rader referred to as 
“litigation blackmail,” i.e., those in which there are only the most vague assertions of patent infringement 
coupled with a minuscule offer to settle the litigation. 


iii. Managed Discovery 

A number of district courts are also working on developing rules that mesh with their local 
procedures in order to mitigate disproportionally high discovery expenses.™ Most of these involve 
promoting streamlined discovery in patent cases, often by requiring both parties to turnover certain 
categories of key documents within weeks of the initial status conference. In the Northern District of 
Illinois, for example, the patentee must disclose (i) documents related to the sale of the elaimed invention 
prior to the date of the patent application; (ii) documents related to the conception and development of the 
elaimed invention; (iii) communications with the United States Patent and Trademark Offiee regarding 
the invention; and (iv) documentation related to the ownership of the patent. The defendant must diselose 
doeuments sufficient to show all aspects of the accused “instrumentality” that was identified by the 
patentee and a copy of each item of prior art of which the party is aware that allegedly invalidates any 
claim of an asserted patent.’' Using early disclosure procedures that focus on the core issues and quiekly 
provide the appropriate information can avoid wasted discovery efforts and mitigate discovery disputes 
later on. 


In support of such initiatives , the Advisory Council of the Federal Circuit drafted a Model E- 
Discovery Order for the district courts to use to manage the electronic discovery process, and in 
particular, the production of email. The Model Order begins with a discovery process whereby the parties 
exchange core documentation concerning the patent, the accused product, the prior art, and financial 
information before seeking email production. At the Judicial Conference for the Eastern District of Texas 
in September 2011, Chief Judge Rader promoted adoption of the Model Order for patent cases in the 
district courts, and the Eastern District of Texas, for example, has adopted a form of this order for all 
cases. 


Discovery reform has not been limited to patent litigation in the federal courts. In October 2012, 
the International Trade Commission proposed amending its rules for discovery of electronically stored 
information in Section 337 proceedings, which usually involve claims that imported goods infringe a U.S. 
patent. The proposed rules adopt many of the initiatives adopted in the Federal Circuit’s Model Order 
and by some district courts to reduce the burden on patent litigants. 

C. Provisions of the AIA That Stem Abusive Patent Litigation 

Congress also acted in 2011 by passing the AIA which included many provisions designed to 
lessen the opportunity for abusive patent litigation conduct.’’ This Act made the criteria for patentability 
more objective and transparent, increased Patent Office funding and authorized the public’s participation 


* See Emery G. Lee III & Thomas E. Willging, LUigation Costs in Civil Cases: Multivariate Analysis 8 (Fed. 
Judicial Ctr. 2010) (“Intellectual Property cases had costs almost 62% higher, all else equal, than the baseline 
‘Other’ category.”). 

” SeeN.D. 111. Local Patent Rule 2.1. See alsoD.'H.J. Local Patent Rules 3.2 & 3.4 (setting forth similar early 
disclosure and production requirements). 

™ See E.D. Tex. Local Rules, Appendix P. 

’’ See n.7 supra. 
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in the patent examination process, all to raise the quality of patents to be issued in the future. The AIA 
created several new procedures that allow members of the public, including those who are being sued for 
infringement, to quickly and inexpensively challenge a patent’s validity before a panel of administrative 
law judges in the Patent Office. The AIA also mandated that patent plaintiffs could no longer 
indiscriminately join unrelated parties in a single law suit, and provided for a further study of issues 
relating to non-practicing entity patent assertions, which is not yet completed. 

i. Objective and Transparent Patentability Criteria 

A major focus of the AIA patent reform effort was to improve the quality of patents. Much of the 
criticism of the patent system over recent years has been directed toward the quality of patents issued 
from the USPTO. The AIA includes a number of provisions to address this perennial complaint from 
users and the public. The new law begins by eliminating subjective and non-transparent tests for 
patentability in favor of a patent law in which the validity of a patent is assessed through information 
available to the public. The result, at the front end of the process, is greater transparency, objectivity, and 
simplicity in the criteria for determining when an invention is novel and non-obvious. The validity of 
patents granted using these criteria is more predictable and their enforceability more certain. 

The initial examination process has been made more open and transparent, allowing the public to 
work with the USPTO to provide the most relevant information for patent examiners to use. By allowing 
the public to share their knowledge and information witli examiners before patents are granted, the 
likelihood that an examiner will have all the relevant information to determine the patentability in any 
given case is enhanced. 

ii. Adequate and Secure Funding for the USPTO 

The AIA provided the basis for the USPTO to receive a major increase in its operating funds. 
With the authority to establish and retain the fees it charges for its services, until affected by the 
sequestration, the Office had been able to significantly increase the patent examining staff, embark on 
upgrading its antiquated IT systems, and prepare for the implementation of the many new programs and 
procedures created by the AIA. Coupled with the new rules for determining patentability, and assuming 
full funding is restored to the USPTO, the added resources made available to examine applications and 
reduce the backlog of applications should speed the processing of patent grants and enable investments to 
be made in new industries with accompanying job creation. 

ilL Post-grant Proceedings 

The AIA also established new proceedings before the USPTO allowing for the public to initiate a 
review of issued patents. The AIA creates three new tracks within the USPTO to challenge the validity of 
patents. These proceedings are inter partes review, post-grant review and the transitional program for 
covered business method patents. While the details of these various review proceedings are important to 
practitioners, their policy significance is that they provide a mechanism that is an alternative to litigation 
to challenge the validity of a patent in a special forum, with special procedures and proceedings designed 
to address the type of review being invoked. The procedures are generally designed to lead to a less 
expensive and speedier decision than is available in most federal courts, and to allow the challenger to 
make its arguments to a panel of administrative law judges experienced with the complicated subject 
matter of patentability. 

New procedural rules allow for administrative trials to be completed within one year from 
initiation of the review. The rules provide for expedited discovery, and other pre-trial disclosures 
designed to reduce the costs of these validity proceedings as compared to tradition federal court litigation. 
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The transitional review program for covered business method patents is a special program designed to 
allow for post-grant review of patents directed to methods used in the administration or management of a 
financial product or service. Only a party that has been sued or otherwise charged with infringing the 
patent can seek review under this program. The program allows a party who is defending against such a 
patent in litigation to take an immediate appeal if the distriet court denies a stay of the lawsuit while the 
patent is being reviewed under this transitional program. 

iv. AIA Joinder Limitations 

The AIA also addressed the abusive practice of a plaintiff joining dozens of companies together 
in a single lawsuit when they had nothing in common other than the accusation of infringement. The AIA 
imposes new requirements that must be fulfilled before a patentee can join multiple accused infringers in 
one action.” Under Federal Rule of Civil Procedure 20(a)(2), multiple defendants can be joined in one 
action only if “(A) any right to relief is asserted against them jointly, severally, or in the alternative w'ith 
respect to or arising out of the same transaction, occurrence, or series of transactions or occurrences; and 
(B) any question of law or fact common to all defendants will arise in the action.” 

The AIA codifies the standard in Federal Rule of Civil Procedure 20(a)(2) into patent law and 
adds that “accused infringers may not be joined in one action as defendants or counterclaim defendants, 
or have their actions consolidated for trial, based solely on allegations that they each have infringed the 
patent or patents in suit.”” Plaintiffs unable to meet this new requirement now must file separate lawsuits 
alleging infringement of the same patents and, unless the cases are consolidated for pretrial purposes, will 
lose the economies of scale. 

VI. ProDo.sed Solutions To Curb Abusive Litigation Practices 

Although it is far too early to assess the full impact of the changes to patent litigation brought 
about by judicial efforts to improve substantive and procedural aspects of patent infringement litigation, 
as well as legislative efforts to address patent litigation concerns, most notably by enactment of the AIA 
reforms, a number of new legislative proposals have been suggested to curb perceived abusive litigation 
practices. Among these are H.R. 3309 as passed by the House (“Innovation Act”), S. 866 (the “Schumer 
Bill”), S. 1013 (the “Comyn Bill”), S. 1612 (the “Hatch Bill”) and S. 1720 (the “Leahy-Lee Bill””), the 
provisions of which are discussed below. 

In the view of the 21C, some elements of these proposals have merit, while others run the risk of 
negatively impacting the value and enforceability of patent rights, and thus chilling investments in 
innovation and the creation of new jobs. Coming as they do so soon after enactment of the AIA and the 
other efforts to reform patent litigation, our Coalition urges Congress to exercise legislative restraint by 
adopting provisions carefully targeted at abusive conduct, while resisting those that carry with them the 
danger of over-correcting and/or creating collateral damage. 

A. Transparency of Patent Ownership 

Provisions relating to improving the transparency of patent ownership are found in both the 
Innovation Act and the Leahy-Lee Bill. 


” 35 U.S.C. § 299. 

” 35 U.S.C. § 299(b). 

This bill is also co-sponsored by Senators Whitehouse and Klobuchar, who have also been very active in its 
development. 
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i. Innovation Act Transparency Provisions 

Pursuant to Section 4, subsection 290(b) of the Innovation Act disclosure of certain ownership 
and related information regarding the patents at issue upon the filing of the initial complaint for patent 
infringement is required. This includes the assignee of the patent(s) at issue, any entity with a right to 
sublicense or enforce the patent(s), any entity that the plaintiff knows to have a financial interest (further 
defined in proposed subsection 290(e)) in the patent(s) or the plaintiff, and the ultimate parent of any 
assignee. Proposed new subsection 290(d) would require this information be continually updated and 
sanction the failure to do so. 

When a patent is being asserted against a potential infringer, it is natural that the defendant 
desires to know the owner or assignee of the patent being asserted. If this information is not already of 
record (as it routinely is in patent litigation), requiring it to be provided will generally not impose an 
undue burden on the patent owner nor disclose information that can fairly be deemed confidential. Nor 
would it be unduly burdensome on the owner of the patent asserted in court to update certain information 
relating to the ownership of that patent on a going forward basis, as the Innovation Act requires. 

Depending upon the circumstances, however, some of the information required to be disclosed 
could pertain to competitively sensitive information that should not be required to be disclosed in a public 
document. Examples of information that may fall in this category include disclosure of the ultimate parent 
entity of the assignee or disclosure of entities with a right to sublicense the patent. Consequently, while 
the 2IC has no objection to providing such information in a case filing made under seal (as provided in 
Section 3 for the information to be disclosed in an initial complaint), we do not believe it should be 
disclosed to the Patent and Trademark Office. 

The “right to enforce” a patent is not nearly as straightforward as identifying the owner or 
assignee of a patent, and is more likely to require the disclosure of confidential business relationships. 
Whether a party has the right to enforce a patent, also referred to as a “real party in interest,” is a legal 
determination that is frequently litigated and is often not resolved until a court has issued a final decision 
on the issue. Consequently, the 2 1C believes that initial disclosure requirements should focus on 
requiring disclosure of the underlying facts, if known, upon which such legal conclusions may depend, 
leaving to discovery inquiries into further information that may infonn the issue. 

21C views this section of Innovation Act as inferior to the transparency provision of the Leahy- 
Lee Bill, discussed below. 

ii. Transparency Provisions of the Leahy-Lee Bill 

Section 3 of the Leahy-Lee Bill requires disclosure of infonnation to the court of certain 
information relating to parties having a financial interest the patents asserted in a court action, and those 
whose interests may be affected by the outcome of the litigation. Such disclosures, which may be filed 
under seal to protect confidential information, represent an existing best practice in court proceedings. 
For many reasons, including the ability of courts to screen for potential judicial conflicts, it is not 
unreasonable to require such disclosures. 

Section 3 of the Leahy-Lee Bill further requires recordation of assignments of issued patents, 
made on or after the effective date of the act. In particular, this section requires that “an assignment of all 
substantial rights in an issued patent that results in a change to the ultimate parent entity shall be recorded 
in the Patent and Trademark Office within 3 months of the assignment.” Failure to record an assignment 
subject to this obligation may result in a loss of the patent owner’s right to collect enhanced damages or 
attorney fees in a subsequent litigation “with respect to infringing activities taking place during any 
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period of noncompliance” and may result in an award “to the prevailing accused infringer [of] reasonable 
attorney fees and expenses incurred in discovering any previously undisclosed ultimate parent entities in 
the chain of title.” 

This provision is balanced, and does not place an unreasonable burden on owners of currently 
existing patents. It is fairly limited to assignments that would result in a change in the “ultimate parent 
entity” and provides both reasonable penalties for failures to comply and encouragement to patent owners 
to belatedly comply to minimize the effects of those penalties. 

The 21C supports Section 3 of the Leahy-Lee Bill as it is currently written. 

B. Stays of Patent Suits Brought Against Customers and End-Users 

Section 5 of the Innovation Act and Section 4 of the Leahy-Lee Bill both contain provisions that, 
under certain circumstances, would require patent infringement suits brought against customers or end 
users to be stayed in favor of pending suits between manufacturers or suppliers. 

i. Customer Stay Provisions of the Innovation Act and the Leahy-Lee Bill 

Section 5 of the Innovation Act and Section 4 of the Leahy-Lee Bill both require that patent suits 
brought against covered customers to be stayed if (1) the covered manufacturer and covered customer 
agree to the stay, (2) the covered manufacturer is a party to the suit or is engaged with the plaintiff in 
another suit involving the same patent or patents and relating to the same covered product or process, (3) 
the covered customer agrees to be bound by any finally decided issues that the covered customer has in 
common with the covered manufacturer, and (4) the motion for a stay is timely filed. The bills further 
provide that the stay may be lifted if it is shown that a major issue between the plaintiff and the covered 
customer will not be resolved in the manufacturer suit or that the stay “unreasonably prejudices and 
would be manifestly unjust to the party seeking to lift the stay,” and that, when there is a separate suit 
between the manufacturer and plaintiff, the judge in that suit determines these conditions have been met. 

Stays under Section 4 would not be available in suits including causes of action under Section 
271(e)(2), e.g., ANDA and biosimilar suits, and would provide some protection to customers from being 
bound by certain actions of covered manufacturers who agree to consent judgments, or who decline to 
prosecute the action, based on a showing “that such an outcome would unreasonably prejudices and be 
manifestly unjust to the covered customer in light of the circumstances of the case.” 

ii. Position of the 21C on These Customer Stay Provisions 

The 2 1 C supports the concept that a manufacturer or supplier should be able to intervene in patent 
infringement actions brought against its distributors, retailers or end users who are simply using the 
purchased products in the manner in which the manufacturer or supplier intends. The 21C also supports 
the concept that the manufacturer should alternatively be allowed to proceed in a separate action against 
the patent owner. Such distributors, retailers or end users who have been sued should have the option, if 
they agree to be bound by the outcome, to stay the actions against them pending the outcome of an 
infringement suit between the patent owner and the manufacturer or supplier. This right to stay 
distributor/retailer/end user suits would curtail the practice of filing such suits to coerce settlements and 
would promote resolution of patent disputes between the parties in the best position to litigate the merits 
of the case: the patent owner and the manufacturer or supplier of the products accused of infringement 

The 21C notes that the proposed language in the Innovation Act and the Leahy-Lee Bill includes 
a number of important safeguards intended to ensure that stays do not unfairly prejudice manufacturers 
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and their customers. First, both the customer and the manufacturer must consent in writing to the stay. 
This ensures that the stay is entirely voluntary as between the supplier and its customer, thus avoiding 
unintended consequences of impacting contractual obligations that may exist between suppliers and 
purchasers and that may allocate the risks of infringement or the costs of defending against infringement 
allegations. Second, the customer must agree to be bound by any judgment against the manufacturer to 
the same extent that the manufacturer may be bound with respect to issues that the manufacturer and the 
customer have in common. This safeguards the patent holder against duplicative litigation on the same 
issues against the manufacturer and the customer and ensures that the stay does not unduly delay the 
ultimate resolution of the action. Third, the motion to stay must be filed within 120 days after service of 
the first “pleading” - we would suggest the first “paper” ~ in the action identifying the product or process 
alleged to infringe. This ensures the timely filing of motions to stay and protects against such motions 
being filed late in the litigation to delay resolution or for other improper tactical purposes. Fourth, the 
stay applies only to the patents, and products, systems or components accused of infringement, so it 
would not apply with respect to infringement allegations based on other patents or accused products, 
systems or components - actions involving such allegations would proceed. Finally, the stay may be 
lifted upon grant of a motion showing that the action involving the manufacturer will not resolve a major 
issue in suit against the customer, or a showing that the stay unreasonably prejudices and would be 
manifestly unjust to the party seeking to lift the stay. 

However, the 21C believes that the language of the.se stay provisions has strayed beyond the 
original intent of the customer stay concept: to protect small businesses, retailers and end-users from 
defending patent infringement actions in the first instance, in favor of allowing the litigation to proceed 
first against their suppliers of the accused product or process, who are better-positioned to mount a 
defense. As the language has expanded beyond this core concept, unfortunately the provisions lack 
adequate protections for patent holders. In particular, more guidance is needed as to when entry of a stay 
may not be appropriate, even if a manufacturer and customer agree to the stay. We believe that courts 
should have the discretion to deny a stay even when such an agreement is reached, because a stay may 
nonetheless not advance ultimate resolution of the dispute or may be unfair to a patent holder. 

As ongoing discussions between the stakeholders have highlighted, it is sometimes but not 
always clear when a named defendant located in the middle of a supply chain should qualify as a 
“covered customer” as opposed to a “covered manufacturer.” At the retail end of the supply chain, there 
appears to be widespread agreement that “off-the-shelf’ distributors and retailers, i.e., parties who do not 
modify products or services received from their suppliers, but merely resell them or use them for their 
intended purposes, should qualify as “covered customers,” just as should end users who do nothing more 
than buy and use products or services in accordance with their manufacturer’s or supplier’s instructions. 
On the other hand, that consensus erodes as the position of the defendant moves up the supply chain. For 
example, opinions appear to differ between stakeholders whether a defendant who is an assembler that 
designs and/or first brings together the combination of components should be treated as a customer on 
account of its status a purchaser of components from other suppliers/manufacturers, or a 
supplier/manufacturer on the basis of its design and/or assembly operations. 

Because of the difficulties that exist in drawing the line between who is a customer and who is a 
supplier for these purposes, 2 1C believes that mandatory stays should best be limited to the “off-the- 
shelf,” small business, retailer and end-user circumstances discussed above. We would support language 
narrowing the definition of “covered customers” to such circumstances, which we believe would mitigate 
many of the disputes that stymied efforts to reach consensus among stakeholders. 

Alternatively, if the language of the stay provisions continued to encompass “covered customers” 
further up the supply chain than retailers, small business resellers or end users, then 21C believes that the 
interests of all litigants - suppliers, customers and patent holders - should be adequately represented and 
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balanced through the addition of language allowing courts to use their discretion to deny a stay under 
cireumstances such as: 1) when the eustomer has designed or specified the design of the aceused product 
or process; 2) when the customer has modified the accused product or process, or combined it with other 
components, products or processes, in a manner that gives rise to the eharge of infringement; or 3) when 
the customer has used the aceused product in a particular way, other than its off-the-shelf or intended use, 
that gives rise to the eharge of infringement. In such circumstances, the original defendant is often in a 
position to fairly defend the case and a stay of the action against the original defendant would not advance 
the prompt or efficient resolution of the infringement dispute. In such cases, a stay should not be entered 
in the finst place, even if the manufacturer/supplier and the customer/end user agree to its entry. 

Aecordingly, the 21C continues to support the concept of staying suits against customers and end 
users, but believes that the language in the bills should be improved, as discussed above, particularly witli 
respect to either; limiting the scope of automatic stays to their original intent: to protect small 
businesses, retailers and end-users; or adding language to ensure that patent owners will not suffer stays 
of suits that in fairness should proceed, 

C. Bad Faith Demand Letters 


i. Bad Faith Demand Letter Provision in the Innovation Act 

In addition to authorizing a study on the prevalence of bad faith demand letter practices, the 
Innovation Act includes a statement of the senses of Congress that “it is an abuse of the patent system and 
against public policy for a party to send out purposely evasive demand letter to end users alleging patent 
infringement.”’’ This statement further advises that that demand letters sent should “at the least, include 
basic information about the patent in question, what is being infringed, and how it is being infringed.”’® 
Finally, the statement provides that “Any actions or litigation that stem from these types of purposely 
evasive demand letter to end users should be considered a fraudulent or deceptive practice and an 
exceptional circumstance when considering whether the litigation is abusive.”” 

The Innovation Act further provides that a claimant seeking willful infringement (and thus 
enhanced damages) “may not rely on evidence of pre-suit notification of infringement unless that 
notification identifies with particularity the assert patent, identifies the product or process accused, 
identifies the ultimate parent entity of the claimant, and explains with particularity, to the extent possible 
following a reasonable investigation or inquiry, how the product or process infringes one or more claims 
of the patent.”® 


ii. Bad Faith Demand Letter Provision in the Leahy-Lee Bill 

Section 5 of the Leahy-Lee Bill would add a new §299B to the patent statute that would make the 
widespread sending of demand letters that assert, without a reasonable basis in fact or law, that the 
recipients are infringing a patent and ow^e compensation an unfair or deceptive act or practice within the 
meaning of section 5(a)(1) of the Federal Trade Commission Act (15 U.S.C. 45(a)(1)). The Coalition 
believes that narrowly-tailored legislation, providing the Federal Trade Commission (“FTC”) with the 
authority to target those who send such bad-faith patent demand letters would further the FTC’s consumer 


” SEC. 3(e), Innovation Act, H.R. 3309 as passed by the House of Representatives Decembers, 2013, page 15, 
available at http://www.gPQ.gov.Tdsvs/nkg:/BILLS-l 13hr33Q9eb''pdf/BlLLS-l 13hr3309eh.pdf . 

“ SEC. 3(f)(3), Innovation Act, H.R. 3309 as passed by the House of Representatives December 5, 2013, page 16, 
http://vvww.£Po.cov/fdsvs/pkg.' BILLS-I ]3hr3309eh'bdf'BlLLS-l I3hr3309eh.pdf . 
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protection mission and would curtail some of the egregious practices that unfortunately have developed 
whereby some patent owners send upward of hundreds - or even thousands - of letters to small 
businesses or individuals with false or misleading threats of litigation for alleged patent infringement and 
demand for payment. 

Given the critical role that patent licensing plays in stimulating and protecting our nation’s 
innovators, the 21 C urges caution and balance to ensure that efforts to address what may be a small subset 
of egregious patent demand letter abuses do not inadvertently chill legitimate patent licensing and 
enforcement communications. The patent system is designed to encourage notice and communication of 
patent rights to foster licensing, technology dissemination and enforcement, and many provisions of our 
laws in fact require notifications concerning patent rights. For example, notification of infringement is, as 
a practical matter, a prerequisite for collecting enhanced damages under 35 U.S.C. 284, and often 
important to a determination that a case is “exceptional” under 35 USC 285. Also, in certain 
circumstances under 35 USC 287, patentees may not be entitled to recover damages on account of 
infringement “except on proof that the infringer was notified of the infringement and continued to 
infringe thereafter,” Different, but important notification provisions are also found in other areas of 
patent law, including the patent provisions of the generic and biosimilar statutes, and in situations where 
the infringers’ state of mind may be in issue, such as when they are accused of having induced 
infringement under 35 USC 271(b). 

Free and open communication relating to patent rights is also fundamental to the efficiency of our 
economy. Routine patent licensing, patent sales, research collaborations, joint ventures, venture 
financings, and many other transactions involve issues of patent ownership, coverage, validity and 
enforcement. When disputes relating to patent rights arise, parties should feel tliat they can freely express 
their views, so that reporting obligations can be met, and amicable resolutions can be negotiated without 
resorting to litigation. Such communications also should be encouraged as a means for resolving patents 
disputes quickly and amicably. Over regulation in this area thus brings with it a clear and present danger 
of chilling free speech, and of forcing parties into court for fear that pre-litigation communications may 
otherwise spawn secondary liability issues. 

Thus, efforts to regulate patent licensing communications should be narrowly-tailored 
and measured to avoid the risk of unintended consequences or collateral damage to legitimate patent 
licensing, settlement and enforcement communications. The 2 1 C is concerned that some calls for FTC 
oversight of patent demand letters represent thinly-disguised efforts to devalue patent rights, to make 
patent infringement a less risky business decision, to make patent enforcement more difficult, or to use 
patent law to pick winners and losers among different industries. That is why the 21C urges that any 
legislation in this area be framed in terms of objectively defined and identifiable unfair or deceptive acts 
or practices, involving widespread communications targeting multiple recipients, to protect consumers 
while avoiding unintended consequences that may upset the balance of the patent ecosystem as a whole. 

iii. Suggestions for a Balanced Approach 

In the sections that follow, the 21C’s specific suggestions are offered relating to legislative 
measures that can achieve the needed balance between the need for consumer protection against bad faith 
demand letters and the need to ensure that we do not weaken our patent system by making patent 
licensing or enforcement more difficult or less certain. 

iv. The Need to Define Specific, Objective Acts or Practices as Unfair or 
Deceptive 
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It is important that any legislation clearly define what are considered to be unfair or deceptive 
acts of practices in a clear and objective fashion. Patent owners engaged in legitimate patent licensing 
communications have no desire to deceive or mislead any recipients of their communications. To the 
contrary, it is in their interest to provide sufficient information to make clear their ownership of the patent 
rights in question and their intentions to license or enforce those rights. 

So as not to impede such communications, any legislation should clearly spell out those 
objectively-identifiable acts or practices that the FTC may deem to be unfair or deceptive. This may 
include false statements of patent ownership or the right to enforce or license patents, as well as 
misleading basic disclosures that would deceive recipients so that they would be unable to make informed 
decisions, leaving consumers vulnerable to abuse. But determinations of the merits or sufficiency of 
allegations of patent infringement included in demand letters are questions of substantive patent law, not 
consumer protection. The role of the FTC should be to protect the recipients of demand letters against 
false or materially misleading statements of fact, not to stray into substantive patent law by weighing in 
on the merits or sufficiency of patent disputes. 

Thus, the appropriate role of legislation in this area should be to identify, and empower the FTC 
to address through its enforcement powers, only those demand letters that are truly intended to deceive or 
mislead their recipients. Demand letters may be considered to be objectively false or misleading if they: 

• Falsely state that litigation has been filed against the recipient, or falsely threaten litigation if 
compensation is not paid; 

• Originate from a person or entity that does not have tlie right to enforce or license the patent, and 
is not the representative of a person or entity with the right to enforce or license the patent; 

• Seek compensation for a patent that has not been issued or that has been held to be invalid or 
unenforceable in a final, unappealable or unappealed decision; or 

• Seek compensation for activities by the recipient undertaken after the patent has expired. 

Likewise, demand letters may be materially misleading if they mislead the recipient concerning 
basic facts underlying the demand, namely: 

• The identity of the person or entity with the right to enforce or license the patent; 

• The patent or patents forming the basis of the demand; and 

• The identity of at least one product, service or other activity of the recipient alleged to infringe 
the identified patent or patents. 

Any legislation should clearly spell out and enumerate these and any other acts or practices that the 
FTC will be entitled to address as an unfair or deceptive trade practice. Patent owners pursuing legitimate 
licensing activities should have clear guidance as to prohibited communications and should not be left 
wondering about the rules they must follow. 

Also, as further protection for legitimate licensing communications, the FTC’s enforcement 
authority should be invoked only when the foregoing activities are numerous and widespread. The 
problem to be addressed, from a consumer protection standpoint, is caused by those patent owners who 
send hundreds - or even thousands - of letters to small businesses or individuals with false or misleading 
threats of litigation and demand for payment. Limiting the FTC’s enforcement authority to these 
widespread practices furthers its consumer protection role while reducing the risk that the FTC will be 
drawn into individual disputes between patent owners and particular potential licensees or alleged 
infringers. Those one-off disputes should be decided by federal courts applying substantive patent law, 
not by the FTC under the guise of consumer protection. 
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V. The Need to Define a Safe Harbor for Legitimate Patent Communications 

To mitigate the risk of chilling effects on legitimate patent licensing, sale, enforcement and 
settlement communications, the legislation should include “safe harbor” language that makes clear it is 
not intended to impinge on a patent owner’s obligations under applicable laws and policies, his right to 
inform others of the existence of, need to license, infringement of, or right to put others on notice of its 
patent rights and/or the availability of, of need for, a license.^* Such language will also help to ensure 
that the legislation is not vulnerable to challenge on Constitutional grounds as intruding upon protected 
rights of free speech in connection with legitimate patent licensing and enforcement activities.^^ 

vi. The Need for Federal Preemption 

The public and patent owners alike will benefit from the adoption of clear, balanced and uniform 
legislative guidance regarding the FTC’s autliority to target bad-faith patent demand letters that, when 
sent on a widespread basis to multiple recipients, may constitute unfair or deceptive trade practices within 
the meaning of Section 5(a)(1) of the Federal Trade Commission Act. These interests of balance, 
uniformity and clarity apply nationally and are furthered by the adoption of exclusive federal legislation. 
Just as substantive patent laws derive from the Constitution and are exclusively within the province of 
federal statutes and courts, so too should issues relating to patent demand letters be applied consistently 
and uniformly nationwide through federal legislation, regulation and judicial action. The FTC, rather 
than individual states, is in the best position to weigh the balance that federal legislation establishes 
between the need for consumer protection against bad faith demand letters and the need to ensure that w'e 
do not weaken our patent system by making patent licensing or enforcement more difficult or less certain. 
Thus, legislation in this area should expressly provide that it preempts state law or regulation directed to 
patent demand letters. 

in view of the above, our Coalition is supportive of the approach of treating bad faith demand 
letters as false and deceptive trade practices, provided it is clear that the FTC will have jurisdiction only 
in instances where the bad faith assertions are widespread, i.e., to a very large number of unaffiliated 
recipients, where the statements made are clearly false and deceptive, where it is clear to patentees that 
they may continue to make good faith statements as required and/or encouraged under the patent laws and 
other statutes and/or current practice without concern of FTC scrutiny, and where the subject matter of the 
nature of the demand letters is within the exclusive jurisdiction of the FTC. 

D. Improved Post-Grant Issuance Procedures 

Section 7 of the Leahy-Lee Bill and Section 9 of the Innovation Act eliminate “could have raised” 
estoppel provisions from post grant and inter partes reviews, and require that the USPTO apply the same 
claim construction principles in conducting these proceedings as are applied in court proceedings. 


See, e.g., Virtue v. Creamery Package Mfg. Co., 227 U.S. 8, 37-38 (1913) (“Patents would be of little value if infringers of 
them could not be notified of the consequences of infringement, or proceeded against in the courts. Such action, considered by 
itself, cannot be said to be illegal.’’); Va. Pane! Corp. v. MAC Panel Co., 133 F,3d 860, 869 (Fed. Cir. 1997) (“[A] patentee must 
be allowed to make its rights known to a potential infringer so that the latter can determine whether to cease its allegedly 
infringing activities, negotiate a license if one is offered, or decide to run the risk of liability and/or the imposition of an 
injunction.’’). 

Courts have held that patent demand letters fail within the First Amendment’s guarantee of “the right of the people ... to 
petition the Government for a redress of grievances,” U.S. Const amend. I, and thus are protected from liability by the Noerr- 
Pennington doctrine. See, e.g.. In re Innovatio IP Ventures, LLC Patent Litig., 921 F. Supp.2d 903 (N.D. 111. 2013) (collecting 
cases). 
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Our Coalition supports these changes as necessaiy to carry out the letter and intent of the AIA.^’ 
It was never intended that the estoppel standard for post grant reviews (“PGRs”) be the same as that for 
inter partes reviews (“IPRs”). To the contrary, because PGRs must be brought immediately after the 
patent first issues when it is unlikely challengers would be willing to forego all possible grounds for 
challenge, it was never intended that PGRs would be subjected to a “could have raised” estoppel standard. 
And this was how the legislation was written until a scrivener’s error resulted in it being erroneously 
conformed to the standard applicable to IPRs, where the estoppel standard is indeed one of “raised or 
could have been raised.”” 

21C similarly supports the requirement for the USPTO to use the same standards to assess patent 
validity in post grant and inter partes reviews as are used in the courts. In assessing the validity of 
already-granted patents in adjudicative proceedings, it makes no sense to judge their validities by one 
standard in the courts and the ITC, and by an entirely different one in the USPTO. While the USPTO’s 
use of the “broadest reasonable interpretation” (“BRl”) during patent examination proceedings makes 
sense when the USPTO is writing on a blank slate and applicants many freely amend their claims as often 
as needed in response to USPTO rejections of them, it makes no sense in judging the validities of the 
claims of issued patents where the prosecution histories of their previous examinations are available, and 
where the patent owners are given no opportunity to amend the claims of the patents*’ after learning the 
positions of the Patent Trial and Appeal Board (“PTAB”) on their validities. The USPTO is already using 
the “ordinary and customary meaning” approach to interpreting claims in certain reexamination 
proceedings where amendments to patent claims are no longer allowed, and can easily do so in PGR and 
IPR proceedings, so that patent validity will be determined uniformly regardless of the forum in which the 
issues are raised. 

As the comments of the three major IP associations - ABA-IPL Section, AlPLA and IPO — 
pointed out during the rulemaking process to implement the AIA, Congressional intent was clear in 
enacting both the PGR and IPR procedures that the USPTO was being given anew authority to adjudicate 
the validity of issued patents in fully contested proceedings before the Office under the same legal 
precedents applicable in the courts.** The USPTO nonetheless opted to employ the procedural “BRI” 
protocol used by patent examiners, both during original examinations and in reexaminations, where the 
patentee has a right to amend the claims at issue in response to examiners’ rejections. 

Under the BRI protocol, the USPTO limits its consideration of claims in post-grant proceedings 
to the express language of the claims and the patent specification, ignoring the prosecution history of 
those claims, prior statements made by the applicant and the patent examiner about the scope of those 
claims, and evidence concerning the ordinary and customary meanings of the claim terms as understood 
by those of ordinary skill in the art, all of which are routinely used by the courts in reaching proper 
constructions of the claims. 


*’ See A "REASONABLY COULD HAVE RAISED" ESTOPPEL IN LITIGATION FOLLOWING POST-GRANT 
REVmV WILL PREVENT THE ENVISIONED BENEFITS OF THE NEW PROCEDURE FROM BEING 
ACHIEVED, available at 

httD://www.Datentsmatter,com/issue/Ddfs/WhvRCHR]udlcialEstQDPelShouldNotADDlvtoPSR6- 19-20.1.3. p dJ . 

“REASONABLY COULD HAVE RAISED" ESTOPPEL A Technical Error That Should Be Con-ected, available 
at http: //WWW. patentsmatter,cnm/issue/pdfs/CorrectiQntoJudicialEstDPDelinPGRNeeded6-19-Z013, pdf 
*’ Pursuant to Sections 316(d) and 326(d) of the AIA, the only option available to patent owners in PGR and IPR proceedings is to 
cancel their patent claims. While the statute does allow patent owners to propose a “reasonable number of substitute claims,” 
these new claims must be proposed early in the instituted proceeding, before any ruling by the PTAB, are subject to the application 
of intervening rights which causes the forfeiture of past damages collection, and still cannot be amended after finding out the 
PTAB’s position on their validities. 

Available at httD://www.uspto.qov/aia imolementation/comment-aba-aipla-ipo.pdf . 
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In doing so; the USPTO overlooked existing precedent that authorizes the use of BRI only in 
examinations where the applicant still enjoys the right to freely amend the claims at issue in response to 
USPTO rejections— a right not provided under PGR or IPR. Since the purpose of PGR and IPR was to 
provide procedures for testing the validity of issued patents using the same principles applied in the courts 
or an invalidity challenge before the ITC, it is entirely appropriate that the same claim constructions be 
used in IPR and PGR and in the courts and ITC. Moreover, this change would bring uniformity to 
proceedings in the USPTO where it presently uses judicial claim constructions in reexaminations 
involving expired patents where, as in PGR and IPR, the claims can no longer be freely amended. 

While Section 7 appropriately specifies for both PGRs and IPRs that the Office may consider 
claim constructions previously rendered by the courts, it could be further improved by clarifying that 
petitioners who were parties to those court proceedings are collaterally estopped by those constructions in 
the USPTO, just as they would be in the ITC and in other court proceedings. This clarification would 
simplify the USPTO proceedings such cases, and would ensure that petitioners are not motivated to seek 
PGR or IPR review solely for the purpose of upsetting already litigated issues. 

In addition, both the Innovation Act and the Leahy-Lee Bill should be further amended to ensure 
that these provisions apply equally to business method patent reviews. 

E. Protection of Intellectual Property Licenses in Bankruptcy 

Section 6(d) of the Innovation Act and Section 8 of the Leahy-Lee Bill contain provisions 
intended to protect patent and trademark licenses in foreign bankruptcies. Subsection 6 (d) of the 
Innovation Act would amend Chapter 15 of the bankruptcy code to make it clear that, in U.S. bankruptcy 
proceedings involving foreign bankruptcy administrators, U.S. courts will apply the protections of 
§365(n) of title 1 1 to prevent unilateral rejection of the debtor’s existing intellectual property licenses. 

The 21C continues to support these provisions as they will ensure that existing licensees of U.S. 
intellectual property owned by foreign entities will receive the same protection as licensees of U.S. 
intellectual property owned by domestic entities. This ensures that existing licenses will not lose their 
license rights if the foreign intellectual property owner files for bankruptcy under the laws of a foreign 
country that allow existing intellectual property licenses to be rejected by the bankruptcy administrator. 

F. Standards for Awarding Attorney Fees To Prevailing Parties 

i. Fee Shifting Provisions of the Cornyn Bili, the Hatch Bill and the Innovation 
Act 

Section 3(b) of the Innovation Act and Section 5 of the Cornyn bill would revise 35 USC 285 to 
presume that attorney fees and expenses should be shifted to the prevailing party absent certain 
circumstances. The Innovation Act specifies that such awards are to be made “unless the court finds that 
the position and conduct of the nonprevailing party or parties were reasonably justified in law and fact or 
that special circumstance (such as severe economic hardship to a named inventor) make an award unjust. 
The Cornyn bill is similar, providing that fees and other expenses are to be awarded “unless the court 


As the PTO's MPEP § 2258 G explains, “In a reexamination proceeding involving claims of an expired patent claim 
construction pursuant to the principle set forth by the court in Phillips v. AWH Corp., 415 F.3d 1303, 1316, 75 USPQ2d 1321, 

1 329 (Fed, Cir. 2005) (words of a claim “are generally given their ordinary and customary meaning as understood by a person of 
ordinary skill in the art in question at the time of the invention) should be applied since the expired claim are not subject to 
amendment” 
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finds that the position of the losing party was objectively reasonable and substantially justified” or 
“exceptional circumstances make such an award unjust” The wording in the Hatch Bill is similar but 
not identical to that of the Comyn bill, awarding fees, “unless the court finds that the position and conduct 
of the nonprevailing party or parties were substantially justified or that special circumstances make an 
award unjust.” The 21C supports these provisions in concept because they are (a) bilateral, (b) fairly 
restricted to only those parties whose conduct is improper, (c) does not attach until after the merits of the 
case have been finally decided, (d) cannot be easily avoided and (e) encourage the bringing of meritorious 
suits while discouraging frivolous ones. 

Both the Comyn Bill and the Innovation Act further specify that if a losing party is unable to 
satisfy the award, the court is empowered to make the reasonable costs and other expenses recoverable 
against any interested paify joined pursuant to proposed new section 299(d) (discussed below). The 
Innovation Act further adds a new subsection (c) to § 285, to provide that a party giving a unilateral 
covenant not to sue shall be deemed a “nonprevailing” party for purposes of fee shifting. This provision 
would not advance the interests of prompt and efficient resolution of patent disputes. This proposal is 
clearly unfair to parties asserting their patents, and represents poor public policy. First, the unilateral 
nature of the this provision is unfair to patent owners in that the same right to fees is not given in 
instances where the accused infringers give up on all or some of their defenses. Second, there are many 
reasons a patent plaintiff may wish to give up on the assertion of a patent that should not trigger fees 
liability. Included in these may be that the infringer has stopped the infringing activity, that market 
conditions or the expenses of the action itself no longer make the case worth pursuing, or that even 
though believed to be meritorious, the probability of success may no longer justify prosecution of the 
action. In such circumstances, parties should be encouraged to offer covenants not to sue rather than to 
continue the litigation to avoid the risk of an automatic application of this provision. Third, the effect of 
the provision will be to discourage defendants from settling actions in the hope of gaining attorney fees 
by prolonging and expanding the case to the point where the patent owner will abandon it and have to pay 
fees. Fourth, sound public policy strongly favors the early termination of cases, by settlement or 
otherwise, to conserve judicial resources. For these reasons, the 21 C opposes this subsection. 

Currently, 35 U.S.C. § 285 empowers district courts to award attorney fees to prevailing parties in 
“exceptional” cases. The 21C believes, however, that existing § 285 is invoked too rarely to serve as an 
effective deterrent against litigants who seek to assert specious positions - including questionable 
assertions of infringement or questionable infringement defenses. The 21C has long advocated for a 
relaxation of the “exceptional” case standard to permit fee shifting in more cases and thereby encourage 
both plaintiffs and defendants alike in patent infringement actions to assert only meritorious positions. As 
noted above, with the grant of certiorari in the Highmark and Octane cases, it now appears likely that the 
Supreme Court is about to do just that, perhaps mooting the need for any new fee shifting legislation. 

In the absence of such judicial action, the 21C would continue to support fee shifting to address 
the litigation behavior sought to be discouraged - the assertion of unjustified claims or defenses in patent 
infringement cases - in a balanced fashion, seeking to curtail such behavior whether it comes from a 
plaintiff or a defendant. In other words, such abusive litigation behavior should be targeted regardless of 
the party that engages in it. Any litigant asserting non-meritorious litigation positions should face the 
prospect of “loser pays.” 


“ The 2 1C believes that this language should be amended slightly, to read: “unless the court finds that the position and conduct 
of the losing party was sub.stantially justified or that special circumstances make an award unjust.” Addition of the words "and 
conduct" will make clear that litigation misconduct can form the basis for an award of attorney fees, as is currently the case under 
Section 285. See. e.g., MarcTec, LLC v. Johnson & Johnson, 664 F,3d 907, 919 (Fed.Cir,20!2) ("[l]t is well-established that 
litigation misconduct and unprofessional behavior may suffice, by themselves, to make a case exceptional under § 285.") 

(internal quotations omitted). 
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ii. Fee Shifting When The Losing Party Is Unable To Pay 

A number of proposals have been introduced to address the situation where the losing party in an 
action is unable to satisfy a fee award. This is of particular concern due to the perception that NPEs are 
often created and struetured to be shell entities with no assets other than the patents that are being 
enforced, and that any fee shifting provision will have no practical effect in deterring abusive litigation if 
its effect can be easily avoided. 

The 2 1 C also supports authorizing courts to order the recovery of reasonable fees and expenses in 
certain circumstances when the losing party is unable to pay and a related nonparty should be responsible 
for satisfying the fee award. Specifically, courts should be empowered to address the situation where an 
entity has transferred a patent to a shell company with assets inadequate to satisfy a fee award, who then 
asserts that patent in a way that violates Section 285. 

For the reasons explained further below, however, the 2 1C questions whether joinder of parties 
with a direct financial interest in the case is the appropriate mechanism to ensure that an attorney fees 
award is collectable when the named party against whom the fees have been assessed is unable to pay 
such fees. As both the Comyn Bill and the Innovation Act acknowledge, joinder is an impossibility in 
instances where the patty to be joined is not subject to service of process, where the court would lose 
jurisdiction as a result of the joinder, or when venue would be improper. Since at least the last of these 
conditions can easily be created by NPEs who are so inclined, these joinder provisions will likely be 
easily avoided, rendering this approach not only one of limited utility, but one that will likely drive up the 
cost of litigation with little positive effect. 

The Innovation Act would amend 35 U.S.C. § 299 to add new subsection 299(d), requiring courts 
in any civil action arising under the patent laws to grant a motion by a party defending an infringement 
action to join an “interested party” to the case if the party alleging infringement has no substantial interest 
in the patent(s)-in-suit other than litigation - i.e., the patent owner is a so-called patent assertion entity. A 
joinder motion could be denied, however, if the party sought to be joined is not subject to service of 
process in the action or if joinder would deprive the court of subject matter jurisdiction or make venue 
improper. The joinder requirements in the Innovation Act are largely the same as those in the Cornyn bill. 

The definition of an “interested party” who can be joined under this provision includes assignees 
of the patent at issue, persons who have a right to enforce or sublicense the patent, or a person who has a 
“direct financial interest” in the patent. However, a direct financial interest would not include i) an 
attorney or law firm providing legal representation in the action or ii) a person whose sole financial 
interest in the patent is ownership of an equity interest in the parly alleging infringement, unless that 
person has the right or ability to influence, direct or control the civil action. 

With respect to the impact of joinder under this provision, proposed subsection 285(b) would 
extend contingent liability to satisfy an attorney’s fee award made pursuant to proposed subsection 285(a) 
to an interested party joined pursuant to section 299(d): 

“If a nonprevailing party is unable to pay reasonable costs and other expenses awarded by the 
court pursuant to subsection (a) [35 U.S.C. § 285(a)], the court may make the reasonable costs and other 
expenses recoverable against any interested party joined pursuant to section 299(d).” 

21C questions whether the joinder provision will function as intended. In particular, we question 
the scope of the third category of persons who may be joined, and whether the provision will achieve its 
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objective of adding the parent companies of shell patent plaintiffs or litigation funders as parties to patent 
infringement cases. 21C believes that more effective mechanisms exist for achieving that purpose. 

With respect to the categories of persons who may be joined, the first two categories - assignees 
and persons with the right to enforce or sublicense the patent - are relatively noncontroversial. For the 
most part, such persons must be joined as plaintiffs in patent infringement actions for standing purposes 
under existing law. 

The third category of persons who may be joined - persons with a direct financial interest in a 
patent-in-suit - raises several concerns. First, the language "direct financial interest in the patent or 
patents at issue, including the right to any part of an award of damages or any part of licensing revenue" is 
ambiguous. For example, would tliis include persons or entities who might stand to benefit from a 
successful patent infringement action, but who are not so-called "third party litigation funders" who 
would receive a share of a damages award or who control the conduct of the litigation? The second 
exception (which would exclude from joinder “a person whose sole financial interest in the patent at issue 
is ownership of an equity interest in the party alleging infringement, unless such person has the right or 
ability to influence, direct or control the civil action”) would alleviate some, but not all, of our 
concerns. We still question, however, whether this language would permit joinder of parent companies, 
or shareholders, of a named plaintiff, since it could be alleged that such persons have at least the ability to 
“influence” the civil action. The provision should be tightened to clarify that the joinder provision would 
only reach those persons who have the right to receive proceeds from an award of damages or settlement 
of the action. We believe that such tightening would better reflect the intent underlying the provision to 
join only those persons with a right to share in the proceeds of the litigation. 

Another problem with joinder is that it is likely to engender collateral disputes over the question 
of whether joinder is proper at the outset of many patent cases, even those in which a fee award is 
ultimately not an issue. Such collateral disputes risk delaying and unduly complicating the resolution of 
patent disputes generally. Equally problematic are the questions of jurisdiction and venue over the parties 
sought to be joined. Proposed subsection 299(dX2) provides that joinder may be denied where the 
interested party is not subject to service or process, or where joinder would deprive the court of personal 
jurisdiction over the parties or make venue improper. This exception creates a risk that nominal plaintiffs 
who are shell companies lacking the resources to satisfy fee awards will bring suits in courts where their 
nonparty owners or litigation funders are not subject to jurisdiction, thus defeating the intended purpose 
of the joinder provision. 

An alternate approach to this collection problem is contained Title 11 of the Hatch Bill, which 
proposes that motions to require bonding be brought to force parties who may not be able to satisfy a fee 
award to post a bond to guarantee that payment. Unfortunately, this bonding provision suffers from a 
number of disadvantages. First, the proposal would be applied at the outset in all actions, regardless of 
the merits of the claim being advanced. Indeed, while the proposal lists a number of factors to be 
considered in deciding whether to require a bond, none of them goes to the merits or potential merits of 
the claim. As a result, a large class of plaintiffs with meritorious cases will be burdened by the bonding 
requirement even though there is no possibility that fees will ever be awarded against them. Second, for 
small businesses and independent inventors, the bonding requirement may foreclose their access to the 
courts. Given that attorney fees and costs can easily run into the millions of dollars in these cases, to 
meet a bonding requirement patent owners would need to pledge, i.e. freeze or post, assets at least equal 
to the amount of the bond, and pay a bonding agency or other service provider for the bond itself This 
burden, unilaterally imposed on patent owners but not accused infringers, would be grossly unfair. Third, 
the proposed procedure in the Hatch Bill will increase the costs of and prolong the patent litigation in all 
cases where it is raised, even though only a small percentage of them will ever result in fees being 
awarded. Fourth, rather than being a simple procedure, the factors to be considered are complex. 
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including such issues as the projected amount of fees to be incurred in the litigation, “whether the party 
alleging infringement can demonstrate that it has and will have the ability to pay the accused infringer’s 
fees and other expenses if ordered to do so” and “whether any party will agree to pay the accused 
infringer’s shifted fees and other expenses, provided that the person or entity can demonstrate that it has 
and will have the ability to pay the accused infringer’s shifted fees and other expenses.” Fifth, some of 
the factors specified to be considered in bonding are totally irrelevant to the issue of whether fees are 
likely to be awarded, or could be paid. These include whether the party alleging infringement is an 
institution of higher education or non-profit technology transfer organization, or a licensee thereof who 
conducts further research on or development of the subject matter to make the subject matter more 
licensable; “is a named inventor of or an original assignee to an asserted patent”; or is one who “makes or 
sells a product related to the subject matter described in an asserted patent.” Yet the abilities of these 
exempted parties and organizations to bring frivolous suits or engage in abusive litigation conduct is no 
different than any other type of patent owner. Finally, the principal factor that will be litigated in most 
cases where other exemptions don’t apply is “whether the bond will burden the ability of the party 
alleging infringement to pursue activities unrelated to the assertion, acquisition, litigation, or licensing of 
any patent.” This provision is objectionable not only due to its vagueness, but because it plainly 
discriminates against assertion, acquisition, litigation or licensing activities, which themselves are 
perfectly legitimate pursuits. The unfairness of this provision is underscored by the fact that a plaintiff 
would not be able to avoid a bond in the action if its consequence would be to “burden tire ability” of that 
party to continue the very litigation in which the bond is sought. 

iii. Contingent Liability — An Alternative Approach to the Fee Collection 
Problem 

The 21 C acknowledges that a fee-shifting provision without the ability to assess fee awards 
against certain third parties may not be effective in deterring litigation misconduct, because litigation 
funders could bring suits in the name of shell corporations that lack adequate funds to satisfy a fee 
award. Thus, we recognize that fee-shifting needs to reach beyond the nominal plaintiff. 

In our view, a better approach is to extend contingent liability for satisfaction of a fee award to 
certain non-parties related to a losing party against whom fees have been assessed - specifically, to any 
person with a direct financial right to share in damage awards or settlement proceeds from the action. 

Such contingent liability would be triggered when the named party against whom the fees have been 
assessed is unable to pay the awarded fees. Notice would be given to any third party with a financial 
interest in a patent when that patent has been asserted in litigation. The notice would inform the third 
party that the patent is being litigated and would allow the third party to protect itself against any liability 
by renouncing its right to receive proceeds from an award of damages or settlement of the action. This 
would ensure that such third parties would be fairly treated and be guaranteed due process. 

This approach would extend contingent liability for fee awards to certain third parties without 
generating fights over bonding or Joinder at the outset of patent cases. In addition, this approach would 
not be subject to circumvention by a plaintiff bringing suit in a court lacking personal Jurisdiction over the 
third party. It might, in some cases, require collateral litigation to collect the fee award at the conclusion 
of the patent infringement action, but only in that subset of cases in which 1) fees are actually aw'arded 
following adjudication on the merits, 2) the nominal plaintiff is unable to pay, and 3) the third party 
refuses to pay voluntarily. 

To ensure that the reach of this contingent fee liability proposal is properly limited, it could be 
made clear in the legislation or its legislative history that it would not reach to non-parties who are not the 
real-party-in interest, who are not in privity with a party to the action, and who would benefit only 
indirectly from a favorable litigation outcome. It would not encompass, for example, patent owners who 
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have exclusively licensed their patents to the plaintiff, with the only interest in the litigation being the 
possibility' of increased royalties if successful litigation allows the licensee to expand its revenue. Rather, 
it would extend only to those third-parties who own a stake in the proeeeds from the litigation. The 21C 
believes that sueh an approach would directly address any concern that fee-shifting might be ineffective 
because patent owners would bring suits in the name of shell corporations that lack adequate funds to 
satisfy a fee award. It would be both more efficient, and more effective, than would the joinder of 
interested parties approach currently proposed in the Innovation Act (H.R. 3309), or bonding as proposed 
in the Hatch Bill (S. 1612). 

G. Heightened Pleading Requirements Provisions in the Cornvn Bill & the 
Innovation Act 

Section 2 of the Comyn Bill and Section 3 of the Innovation Act both require substantially more 
information to be ineluded in complaints, counter-claims and cross-claims of patent infringement.*’ 

The Comyn Bill would require any pleading alleging patent infringement to include the 
following: an identification of each patent and each claim allegedly infringed; and an identification of 
each accused instrumentality, including its name or mode! number; an explanation of all theories of 
infringement; an identification of the right of the party alleging infringement to assert the patent(s)-in- 
suit; a description of the principal business of the party alleging infringement; a list of prior litigation 
involving the patent(s)-in-suit; disclosure of whether the patent(s)-in-suit have been declared essential in a 
standard-setting body; disclosure of the identity of any person other than the party alleging infringement 
who owns, co-owns, or is an exclusive licensee of any asserted patent; disclosure of the identity of any 
other person that the party alleging infringement knows to have a legal riglit to enforce an asserted patent 
or to have a license under such patent; disclosure of the identity of any person with a direct financial 
interest in the outcome of the action; and a description of any legal basis for a financial interest of another 
in an asserted patent, 

Unlike the Innovation Act, the Comyn Bill does not 1) except allegations of infringement under 
cases including Section 271(e)(2) allegations, i.e.. Hatch Waxman and biosimilar cases, from these 
requirements, 2) provide any flexibility where the required information is not readily accessible, or 3) 
provide for a court, for good cause shown, to allow information determined to be confidential to be filed 
under seal. 

Currently, the content of complaints, counter-claims and cross claims is subject to the 
requirements established by a network of Federal Rules of Civil Procedure (“FRCP”), and substantial 
case law precedent that interprets what is needed to plead such a claim. FRCP Rule 8 requires of all 
claims for relief include (1) a short and plain statement of the grounds for the court’s jurisdiction, unless 
the court already has jurisdiction and the claim needs no new jurisdictional support; (2) a short and plain 
statement of the claim showing that the pleader is entitled to relief; and. (3) a demand for the relief 
sought, which may include relief in the alternative or different types of relief. FRCP Rule 9 of the 
Federal Rules addresses “Pleading Special Matters.” In general, Rule 9(a)(1) specifies that, unless 
required to show that the court has jurisdiction, a pleading need not allege (A) a party’s capacity to sue or 
be sued; (B) a party’s authority to sue or be sued in a representative capacity; or (C) the legal existence of 
an organized association of persons that is made a party. Rule 9(a)(2) requires that to raise any of those 
issues, a party must do so by a specific denial, which must state any supporting facts that are peculiarly 
with the party’s knowledge. Rule 9(b) requires that in alleging fraud or mistake, a party must state with 
particularity the circumstances constituting fraud or mistake. Malice, intent, knowledge, and other 


“ The Leahy-Lee Bill is silent with re,spect to pleading requirements, appropriately relying on the courts and Judicial Conference 
to react to and appropriately adjust pleading requirements to reign-in abusive litigation practices 
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conditions of a person’s mind may be alleged generally. Rule 9(b) has generally been made applicable to 
the pleading of inequitable conduct defenses in patent infringement actions. Other matters that need to be 
pleaded specially include conditions precedent, official documents or acts, judgments, special damages 
and admiralty or maritime claims. Rule 9(f) further specifies that allegations of time or place are material 
when testing the sufficiency of a pleading. 

The pleading of claims in the federal courts is a “notice pleading” system where only the nature 
of a claim, not the underlying evidence supporting it, is to be pled. Rule 1 1(b) of the Federal Rules, 
however, specifies that by presenting a pleading to the court, an attorney or unrepresented party certifies 
that to the best of the person’s knowledge, information and belief, formed after an inquiry' reasonable 
under the circumstances, that: (1) it is not being presented for any improper purpose, such as to harass, 
cause unnecessary delay or needlessly increase the cost of litigation; (2) the claim is warranted by existing 
law or by an nonfrivolous argument for extending, modifying, or reversing existing law or for 
establishing new law'; (3) factual contentions have evidentiary support or, if specifically so identified, w'ill 
likely have evidentiary support after a reasonable opportunity for further investigation or discovery; and 
(4) the denial of factual contentions are warranted on the evidence or, if specifically so identified, are 
reasonably based on belief or lack of information. Rule 1 1(c) authorizes the court, on motion or sua 
sponte, to impose sanctions on an attorney, law firm, or party who violates this rule. 

Under the FRCP, several options are made available to defendants who do not think a claim has 
been sufficiently pleaded, FRCP Rule 12(b)(6) provides that a party served with a complaint may move 
to dismiss that complaint for failing to state a claim upon which relief can be granted. In addition, a party 
who does not believe that there is sufficient disclosure in a complaint may move under Rule 1 2(e) to 
compel a more definite statement. Pursuant to Rule 12(e), a more definite statement w'ill be required if 
the complaint was “so vague or ambiguous that the party cannot reasonably prepare a response,” 

Pursuant to Rule 12(e), once the court has required a more definite statement, if it is not obeyed within 14 
days or such other time as the court may set, the court may strike the pleading or issue any other 
appropriate order. Since its inception in 1937, these rules have been review'ed and revised as needed to 
keep up with modem practice, and are now' again under review by the Federal Judicial Conference. This 
general approach has served us well for more than 70 years, and has provided defendants ample 
protections against complaints that are insufficient, vague or ambiguous. 

The Innovation Act and the Comyn Bill would single out patent infringement cases as the only 
federal civil actions that are required to comply with substantially higher pleading requirements. While 
the idea of raising the requirements for pleading is patent cases is no doubt well intended, it is likely to 
lead to exactly the opposite of the results the drafters intend. With heightened, technical pleading 
requirements, the parties will be drawn into preliminary motion practice, e.g., fighting over whether the 
pleading is properly framed, rather than getting down to the merits of the case. This is precisely why the 
Federal Rules adopted a simplified notice pleading approach in the first place. Moreover, the result of 
such extended motion practice will not be to deter a motivated plaintiff from successfully instituting an 
action against a party, but will instead consume the parties’ and court’s time, while unnecessarily 
delaying the initial disclosure, case management, initial discoveiy and claims construction phases of the 
case. These provisions are therefore misdirected and if adopted, will be counterproductive. 

Nonetheless, it is fair to say that some of what the Innovation Act and the Comyn Bill would 
mandate is fairly necessary to a well pleaded complaint for patent infringement anyway. Included in this 
category is: (1) the identification of the asserted patent(s), and (2) a description of the product, process or 
other instrumentality that is the basis for the allegation of infringement. While an identification of the 
plaintiffs principal business may be relevant to the kind of relief sought, as for example when the 
defendant is a competitor, in many suits its disclosure in the complaint will be irrelevant. Beyond that, 
much of what is proposed to be included in a complaint is unnecessary to fairly place the defendant on 
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notice of the nature of the claim, and is best left to the initial disclosure, discovery and case management 
processes. Other provisions, such as paragraphs (a)(2), (3) and (4) could be improved by limiting 
paragraph (a)(2) to the identification of at least one claim of each asserted patent, and by limiting (a)(3) 
and (a)(4) to the identification of each “accused instrumentality” alleged to be infringed under each 
patent. 

Paragraphs (a)(5) and (a)(6) of the Comyn Bill are inappropriate, as they go far beyond notice 
pleading, seeking the pleading of evidence and the details of infringement contentions that should not be 
required at the outset of the proceeding. First, the plaintiff will often not have enough information about 
the nature and operation of the accused instrumentalities to make such contentions, and in any event, as 
the claims will not yet have been construed by the court, any contentions that could be made would need 
to be revised after the Markman ruling. Paragraph (a)(7) could be made acceptable if amended to be 
limited only to the identification of the right to assert each patent, as that requirement would fall within 
the requirements of Rule 8 that the pleading should generally identify the basis for the court’s jurisdiction. 
Since that jurisdiction is not determined on a claim by claim basis, further specification by claim would 
be inappropriate. Paragraphs (a)(9) and (a)(10) are also subjects that would be better left for initial 
disclosure and/or discovery, however if appropriately amended to conform to the Innovation Act’s 
corresponding provisions, could be seen to provide information that might be helpful to a defendant in 
preparing the answer to the complaint. 

The Cornym Bill could also be improved by adopting the provisions of paragraphs (b) and (c) of 
the Innovation Act relating to information not accessible to the plaintiff, as these provide important 
safeguards relating to infonnation not readily accessible to the plaintiff, or that is confidential. Arguably, 
even in the absence of paragraph (b). Federal Rule 1 1(b) w'ould have authorized pleadings based on a 
party’s best information and belief, however paragraph (b), as it appears in the Innovation Act, makes this 
specific for patent cases. Further, paragraph (c) as proposed gives the plaintiff the automatic right to file 
confidential information under seal, recognizing that the parties will routinely stipulate to a protective 
order to provide the defendant access to the information while protecting its confidentiality. 

In the absence of the changes suggested, pleading requirements requiring this degree of 
specificity will simply engender disputes at the outset of cases about the sufficiency of the pleadings, 
even in cases where the parties fully understand the basis for the allegation of infringement. The new 
pleading requirements in the Cornyn Bill will add to the costs, burdens and time it takes to identify and 
narrow the issues in dispute and to resolve patent infringement actions. 

Apart from pleading requirements, the 21C would support a more robust exchange of information 
underlying the allegations in initial pleadings at the outset of patent infringement actions. A more fulsome 
exchange of information at the outset of infringement actions by plaintiffs and defendants alike will 
advance their efficient resolution. As a practical matter, however, the 2 1C believes that the judiciary is in 
the best position to detennine what additional pleading specificity will in fact best advance the efficient 
resolution of patent cases. 

H. Discovery Management Reguiremeiits for Patent Cases 

Both the Comyn Bill and the Innovation Act would limit discovery in eveiy civil action relating 
to patents where construction of the tenns used in a patent claim is required until the court has rendered 
such decision. Discovery would only be permitted of information “necessary for the court to determine 


38 



152 


the meaning of the terms used in the patent claim, including any interpretation of those terms used to 
support the claim of infringement.”’^ 

Since judicial construction of claims is sooner or later required in almost every patent case, the 
effect of this provision would be to delay and bifurcate merits discovery. Even in courts where claims 
construction is routinely conducted early in the proceeding, it takes at least several months, and 
sometimes up to a year or more for the court to issue its order. In other jurisdictions, it can take up to 18 
months or more before tlie final Markman ruling is Issued. Under the proposals in the Comyn Bill (S. 
1013) and Innovation Act, discovery that might otherwise be undertaken concurrently during this period 
will be postponed, thus delaying consideration of potentially dispositive pre-trial motions until the 
necessary re-started discovery is completed, and delaying both trial and the ultimate resolution of the 
case. 


Such a bifurcated approach would be less efficient and likely more costly. Discovery disputes 
over which documents must be produced in the first phase of discovery and which may be withheld 
would be likely, as would the necessity to recall witnesses for further depositions as the case progresses. 

Under current practice, where discovery on all issues starts immediately, additional evidence will 
nonnally be adduced that may facilitate the early termination of the case by summary judgment ruling or 
settlement. If discovery is not allowed prior to claims construction, the court will often be required to 
delay or deny early disposition of the case pending its completion. 

While some patent cases might be managed more efficiently by deferring some, or all, discovery 
pending the claims construction ruling, courts are already empowered to manage discovery in this manner 
and to tailor case management to the particular facts and circumstances of each case. District courts 
across the country with the most experience and skill in managing patent infringement cases have already 
adopted local rules that specify the timing and scope of discovery and, to our knowledge, none of those 
courts has put in place an automatic stay of discovery pending claim construction. To the contrary, most 
local patent rules provide for initial disclosures at the outset of cases mandating an early, robust exchange 
of documents and information related to the merits of the action, recognizing that such disclosures help to 
clarify and narrow the issues in dispute and often foster early settlement. These courts also recognize that 
a developed evidentiary record at the time of the ''Markman^' proceedings assists judges in making claim 
construction rulings. For these reasons, an automatic stay of discovery pending claim construction is 
likely to be counterproductive. Simply put, the case has not been made to legislate this one-size-fits-all 
approach to patent infringement case management. 

Although both the Comyn Bill and the Innovation Act would allow a court to exercise its discretion to 
expand the scope of discovery for the limited subset of cases where federal law requires completion of the 
case in a “specified period of time,” or “when necessary to resolve a motion properly raised” before the 
claims construction ruling, neither of these exceptions would remedy the principal concerns with the 
proposal: that it would prolong almost all patent litigation and substantially increase its already high 
expense. 

The hardship that would be created by this bill would be particularly great on patentees who are 
marketing products which compete with unlicensed infringements, and whose purpose in bringing suit is 
to gain relief from the harm being caused them in the marketplace by that infringement. The Innovation 
Act contains a limited exception in Section (dX4) for “Actions seeking relief based on competitive harm,” 
but unfortunately limits that exception only to actions seeking preliminary injunctions. If any limitation 


° The Leahy-Lee Bill, S. 1720, the “Patent Transparency and Improvements Act of 2013,’* appropriately does not provide for 
staying discovery'. 
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on discovery is to remain, the words “a preliminary injunction” should be replaced by “relief’ to thereby 
exempt all competitor suits seeking “relief to redress harm arising from any allegedly infringing 
instrumentality that competes with a product sold or offered for sale, or a process used by a party alleging 
infringement.” 

This proposed change is necessary, because, as the statistics bear out, preliminary injunctions are 
extremely rare in patent cases, as judges are very reluctant to enjoin a party on a preliminary record. 
Manufacturers filing legitimate claims for infringement to protect their investments against infringement 
should not be forced to file needless preliminary injunction motions, which will burden the courts, simply 
to avoid having the stay of discovery delay resolution of their cases for months. There is no reasonable 
basis for objection to a broad competitive harm exception for cases involving practicing patent owners by 
those who believe stays of discovery pending claim construction should be automatic in Non Practicing 
Entity (NPE) cases. Such an exception would not impact NPE cases. 

In addition to the practical difficulties with the proposed stay of discovery provision, it raises 
serious concerns regarding the role of an independent judiciary. The power of U.S. courts to manage their 
own calendars and adopt their own case management procedures has long been recognized. The 
authority to establish and revise the Federal Rules of Civil Procedure has long fallen under the auspices of 
the United States Supreme Court, which manages the process of reviewing and revising these rules in 
reliance upon the recommendations of the Judicial Conference of the United States. In respect for this 
tradition. Congress should not lightly encroach on these procedures. The 2 1C believes it would be far 
preferable for Congress to offer recommendations to the Judicial Conference and leave the development 
of specific in-court practices to its deliberations. 

The 21C believes the Leahy-Lee Bill takes the proper course, leaving it to the judiciary to 
appropriately manage the cases before them. 

I. Recommendations to the Federal Judicial Conference in the Innovation Act 
and Proposals In the Innovation Act «& Cornvn Bill Specifying Discovery 
Seouence. Subject Matter and Cost Shifting 

Subsections 6(a)-(b) of the Innovation Act require the Judicial Conference of the United States to 
develop rules to implement specific requirements set forth in the section to address asymmetries in 
discovery burdens, including how and when payment for discovery in addition to core discovery is to 
occur and what information must be presented to demonstrate financial capacity before permitting 
discovery in addition to core documentary evidence. Section 6 further mandates the specific ty'pes of 
discovery that will and will not be permitted, how it must be requested, and the conditions upon which 
modifications can be made. Section 6 further instructs the courts as to what must be discussed by the 
parties concerning discovery, and requires the adoption of such rules, and corresponding local court rules, 
within specified time frames. The Comyn Bill goes even further, simply proposing to legislate a one- 
size-fits-all approach to patent case management. 

The Innovation Act and the Comyn Bill approach to patent case discovery reflects a narrow and 
one-sided view of patent litigation, in essence legislating that each case be managed in the manner that a 
defendant in an action brought by a non-practicing entity would seek to have the action managed, when 
80% of all patent cases do not involve assertions by such entities. This unbalanced and inflexible 
approach to all cases is reflected in the automatic stay of discovery pending claim construction, as 
discussed above. It is also reflected in the definitions of "core documentary evidence" set forth in Section 
6(a)(3)(A)(i). Such evidence does not even include, for example, any documents showing the sales of the 
products accused of infringement, either in dollars or units. On the other hand, the patent owner is 
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required to produce "documents sufficient to show profit attributable to the claimed invention of the 
patent or patents at issue." Sec. 6(a)(3)(AXi)(V). 

Appropriately, it is within the discretion of the district court judge to decide whether or not to 
bifurcate damages discovery. But to legislate an approach whereby basic information showing the 
defendant's sales of the accused product is not "core" discovery, when it is sought by nearly every patent 
owner in nearly every patent case, and is essential to proving the patent owner's entitlement to its 
requested relief, reflects a troubling bias against all patent owners seeking to enforce their rights against 
alleged infringers. 


Putting aside the issues of whether the particular proposals might have merit as to 
some cases if considered by the Judicial Conference, they raise serious concerns regarding 
the role of an independent judiciary. As explained above, U.S. courts traditionally manage 
their own calendars and adopt their own case management procedures. The authority to 
establish and revise the Federal Rules of Civil Procedure has long fallen under the auspices of 
the United States Supreme Court, which manages the process of reviewing and revising these 
rules in reliance upon the recommendations of the Judicial Conference of the United States. 
Indeed, such an effort is currently underway. For example. Judge Jeffrey S. Sutton, Chair of 
the Committee on Rules of Practice and Procedure of the Judicial Conference, just published 
a request for “Comments on Proposed Rules and Forms Amendments” on August 15, 2013. 
This rules package includes proposals to amend Rule 26, Duty to Disclose; General 
Provisions Governing Discovery; Rules 30 and 31, Depositions by Oral Examination and by 
Written Questions; Rule 33, Interrogatories to Parties; and Rule 34, Production of Documents 
- to list just a few. Comments are due February 15, 2014. The 21C believes Congress should 
offer recommendations to the Judicial Conference and leave the development of specific in- 
court practices to its deliberations. 

VII. Other Legislative Proposals 

A. Double Patenting Codification for First Inventor To File Patents 

Section 9(c) of the Innovation Act and Section 9(d) of the Leahy-Lee Bill would add a new § 106 
to codify the judge-made law of “double patenting” for patents that will be subject to the AIA’s new first- 
inventor-to-file standard for patentability. Under current law, if an inventor files a patent application 
within 18 months of a prior patent application claiming an obvious invention from the original invention, 
there is no mechanism in the AIA to disallow issuance of the obvious invention. The double-patenting 
doctrine ensures that an inventor cannot secure a second valid U.S. patent that has up to 18 months of 
additional enforceability by simply making slight variations in the claimed inventions in a first patent. In 
addition, this provision prevents the possibility that these two patents could become separately ow'ned and 
be separately enforced, creating the potential for separate assignees to each bring an infringement action 
against an accused infringer. 

The provision would codify the concept that, unless two patents from the same inventor could have 
validly issued had they been sought by two different inventors, the two patents must be owned by the 
same entity, and must both terminate upon the earliest termination of either patent. 

The 21C supports these amendments. 
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B. Schumer Bill Proposed Changes To Covered Business Method Patent 
Reviews 


Section 1 8 of the AIA authorizes certain business method patents to be challenged under the early 
review procedures established by the AIA, The patents singled out for such challenges are those covering 
methods or apparatus “used in the practice, administration, or management of a financial product or 
service” and which are not for “technological inventions.” The provision is transitional in nature with an 
eight-year life because it was intended to apply to a very limited class of patents and the time allotted was 
deemed sufficient to complete the review. 

The Schumer Bill (S, 866) would greatly expand the scope of the business method patents which 
could be challenged under section 18 by broadening the scope to methods or apparatus used in the 
management of “an enterprise” or of any “product” and would make section 18 permanent by eliminating 
its ei^t-year sunset. 2 1C believes this change would upset the balance of the carefully constructed 2-tier 
post grant challenge mechanism established under the AIA. Further, we have yet to see any evidence of a 
need to expand the program or to make it permanent since it became operational last year. 

A major goal of the AIA was to improve the quality of patents. The AIA accomplished this goal 
by adopting a first-inventor-to-file priority system, simplifying and making more objective the criteria for 
determining patentability, and making the system more transparent by allowing greater public 
participation in the patent granting and review process. 

Certain enhancements to the review process were key to improving the quality of issued patents. 
A tw'o-pronged approach was developed; a first prong that allows the public to participate in the 
examination process by bringing relevant information to the attention of examiners, and a second prong 
that established two post-grant proceedings in which the public could challenge the validity of issued 
patents. The first post-grant procedure (Post-Grant Review or PGR) allows any member of the public to 
challenge the validity of a patent granted under the new first-inventor-to-file rules within nine months of 
grant on any ground that could be raised under paragraph (2) or (3) of section 282(b), The second post- 
grant procedure (known as Inter Partes Review or IPR) is available to allow the public to challenge the 
validity of all patents - both patents granted under the previous first-to-invent rules and, following the 9- 
month eligibility period for PGR”, patents granted under the new first-inventor-to-file rules. Patents may 
be challenged in an IPR until their terms expire, but only on the basis of patents and printed publications. 

Together, PGR and IPR are intended to fairly balance the interests of patent holders in obtaining 
quiet title to their patents and the interests of both the public and patent holders in increasing overall 
patent quality. PGR allows members of the public to promptly challenge questionable patents on all 
grounds for the first nine months. The limitation of PGRs to the initial nine months after grant is 
necessary because all issues of invalidity can be raised - patents, printed publications, and public uses and 
sales anywhere in the world. The uses and sales could involve evidence based upon oral recollections of 
events which could have occurred years earlier, including activities that took place outside the United 
States, in an administrative proceeding with a limited opportunity for discovery. This is just one of the 
reasons why limiting PGRs to the first nine months is crucial to ensure fairness for patentees. 

For those situations where a person has no reason to consider challenging a patent until many 
years after its issuance, IPR is available throughout the life of a patent to challenge its validity on the 
basis of patents and printed publications, grounds which do not raise the evidentiary issues of public uses 
and sales. 


Or now, immediately for patents not eligible for PGR. 
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Rationale for Section 18 

The transitional program for challenging “financial sector” business method patents was proposed 
during the eonsideration of the legislation that resulted in the AIA as a very narrow and limited one. 
During the consideration of Section 1 8, it was made clear that this program was to be narrowly focused, 
and that it was approved in relianee on its narrow scope. As Chairman Leahy explained, 

“There has been some question about the scope of patents that may be subjeet to the transitional 
program for covered business method patents, which is section 1 8 of the AIA. This provision is 
intended to eover only those business method patents intended to be used in the praetiee, 
administration, or management of financial services or products, and not to technologies common 
in business environments across sectors and that have no particular relation to the finaneial 
services sector, such as computers, communications networks, and business software.” 157 Cong. 
Rec. S5441 (daily ed. Sept. 8, 2011) 

Chairman Lamar Smith held a similar view: 

“Section 1 8 would not cover patents related to the manufacture and distribution of machinery to 
count, sort, and authenticate currency.” 157 Cong. Rec. H4497 (daily ed. June 23, 2011) 

Senator Kyi was in full agreement, noting that a CBM patent typically “reads on products or services that 
are particular to or characteristic of financial institutions”; 157 Cong. Rec. S1379 (daily ed. Mar. 8, 2011) 
As the time. Senator Schumer assured those concerned that this program might become a vehicle to 
harass patent owners that this provision was narrowly targeted: 

“In response to concerns that earlier versions of the amendment were too broad, we have 
modified it so it is narrowly targeted. We want to make sure to capture the business method 
patents which are at the heart of the problem and avoid any collateral consequences.” 157 Cong. 
Rec. S1053 (daily ed. Mar. 1, 20 11) (statement of Sen. Charles E. Schumer). 

Senator Schumer also provided an exemplary list of the kinds of “financial products or services” 
implicated by the statute: 

“[E]xtending credit, servicing loans, activities related to extending and accepting credit, leasing 
of personal or real property, real estate services, appraisals of real or personal property, deposit- 
taking activities, selling, providing, issuing or accepting stored value or payment instruments, 
check cashing, collection or processing, financial data processing, administration and processing 
of benefits, financial fraud detection and prevention, financial advisory or management 
consulting services, issuing, selling and trading financial instruments and other securities, 
insurance products and services, collecting, analyzing, maintaining or providing consumer report 
information or other account information, asset management, trust functions, annuities, securities 
brokerage, private placement services, investment transactions, and related support services. 157 
Cong. Rec. S5432 (daily ed. Sept. 8, 201 1) 

Accordingly, at the time of its adoption, critics concerned about the breadth of the program were assured 
that it was and would remain targeted at patents on a narrow class of financial products and services. 

The underlying rationale advanced in support of the program was that the growth in business 
method patents began in 1998 with the U.S. Court of Appeals for the Federal Circuit decision in State 
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Street Bank & Trust Co. v. Signature Financial Group, Inc. Critics claimed that State Street launched an 
avalanche of patent applications seeking protection for common business practices, but clearly the 
improved search database created by the Office to review such inventions and the Bihki decision’s” 
narrowing of the subject matter which could be patented as a business method have ended any such 
avalanche. 

Authorizing such previously granted business method patents to be challenged under the new 
PGR procedures was said to be necessary because these patents granted by the USPTO following the 
State Street decision were questionable because the Office only had access to “patent defeating 
information” contained in printed patents and publications, and did not have the ability to uncover public 
uses and sales of such inventions, Furthennore, the new PGR procedures would allow “financial sector” 
business method patents to be challenged on the basis that the inventions covered were not eligible for 
patent protection under section 101 of title 35 

But It Is Little Used and Nothing Has Changed 

Notwithstanding the alleged urgent need to allow ehallenges to business method patents under the 
PGR procedures at the time of the consideration of Section 1 8, Just 39 challenges have been filed and 
only 12 proceedings have been instituted asof July 31, 2013” - barely one per month since the section 18 
procedures were available. Moreover, there has been no study or evaluation of tlie 12 challenges accepted 
to determine whether or not the expansive procedures of PGR which permit all grounds of patentability to 
be raised have actually been necessary. It is entirely possible that all of the challenges could have been 
brought under the IPR procedures which are based only on patents and printed publications. Accordingly, 
there has been no showing that section 1 8 has been insufficient to satisfy the purposes for which it was 
created. 


Moreover, no reasons have been given for the need to broaden the definition of the inventions 
covered in section 18 from methods or corresponding apparatus “used in the practice, administration, or 
management of a financial product” to a definition expanded to include methods or corresponding 
apparatus used in the administration or management of “an enterprise” or the practice of a “product.” The 
21C believes it would increase the opportunities for copyists to harass legitimate patent holders. Absent 
further study demonstrating that broadening the definition of covered business method patent as proposed 
in the Schumer Bill (S. 866) is either necessary or effective, the proposed expansion of the definition of 
the business method patents subject to section 18 challenges would clearly be premature and unfair to 
inventors and patent owners. 

In addition, there is no basis for removing the provision that would sunset section 18 after eight 
years. By the time the current sunset is reached, all of the patents being granted will be first-inventor-to- 
file patents and eligible for challenge upon grant under PGR without the need for the transitional 
provision established by section 18. To extend section 18 indefinitely as proposed in the Schumer Bill 
would be very prejudicial and unfair to the owners of valuable, new, patent-eligible innovative methods 
for enhancing commerce and industry because the public will not be encouraged to challenge patents 
promptly under PGR, but will instead wait and attack later in the life of the patent. This delay will also 
subject the public to patents which perhaps should not have been granted and would destroy the carefully 
crafted balance between the PGR and IPR procedures reached during the consideration of the AIA. 


149 F.3d 1368 (Fed. Cir. Jul. 23, 1998). 

” Bilski V. Kappos, 130 S. Ct. 3218 (2010). 

” See USPTO Trial Proceeding Statistics at hltD://www.ust)to.gQv/ip/boards/bnai.'stat5/aia trial proceedings.pdf . 
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The Schumer Bill (S. 866) would also be detrimental to U.S. industry seeking to protect its 
innovations abroad. It would set a precedent to which our trading partners could point when amending 
their patent laws to add special interest exceptions inimical to U.S. inventors. 

And now, there is yet another reason not to tinker with the provisions of Section 18. The 
Supreme Court’s has just granted certiorari in Alice Corp. Pty. Lid v. CLS Bank Internationaf^ on 
December 6, 2013. The Court’s answer to the question presented 

“Whether claims to computer-implemented inventions - including claims to systems and 

machines, processes, and items of manufacture - are directed to patent-eligible subject matter 

within the meaning of 35 U.S.C. § 101 as interpreted by this Court.?” 

will provide additional guidance on the patent eligibility of business method patents. Congress should not 
prematurely extend Section 18 to address a problem critics assert exists which, if it ever existed, may be 
totally mooted by the Court’s decision. 

For all these reasons, 21C opposes amending Section 18 of the AIA at this time. 

C. The Innovation Act’s Clarification of Limits on Patent Term Adjustment 

Section 9(f) of the Innovation Act codifies for currently pending applications the USPTO’s 
current practice of excluding any lime consumed by a request for continued examination (“RCE”) from 
the calculation of patent term adjustment under 35 U.S.C. § 1 54(b)(1)(B). The amendment would overturn 
the November 1, 2012 decision of Judge Ellis in the EDVA in Exelixis, Inc. v. Kappos and codify the 
Januar}' 28, 2013 decision of Judge Brinkema, also in the EDVA, in Exelixis, Inc. v. Kappos II. In 
Exelixis I, Judge Ellis held that “the plain and unambiguous language of subparagraph (B) requires that 
the time devoted to an R.CE tolls the running of the three year clock if the RCE is filed within the three 
year period” but has “no impact on PTA if filed after the three year deadline has passed.” Judge Brinkema 
in Exelixis II concluded that “the PTO’s regulation denying PTA for the time period during which an RCE 
is under consideration, regardless of when the RCE is filed, is a reasonable implementation of the 
statute.” 


Patent term adjustments are critically important to the inventor community. At the time the 
United States entered the GATT treaty, inventors accepted that their future patents would expire 20 years 
from their filing date, rather than 17 years from their issue date on the understanding that the terms of 
these patents would be adjusted to recover any time lost if the USPTO’s examination lasted more than 3 
years. In recent years, the duration of USPTO examination has substantially increased, meaning that 
many patents, through no fault of the patent applicants, are entitled to adjustments to extend their patent 
terms. 


A practical reality in the prosecution of patents before the USPTO is that agreement is not always 
reached in the exchanges that take place between patent examiners and applicants during the initial 
portion of the examination that is covered as part of the original filing fee paid. To allow for additional 
consideration and exchanges, USPTO rules provide that an additional fee may be paid together with a 


Supreme Court Docket No. 13-298, opinion below, CLS Bank International v. Alice Corp. Pty. Ltd., 717 F.3d 
1269 (Fed. Cir. 2013)(enbanc)(per curiam), replacing the vacated panel opinion, 685 F.3d 1341 (Fed. Cir. 201 1). 
See http://wvvw.supremecouit.aov/Search. aspx?FiieName=/docketfiles/l 3-298.htm and 
http://ww'w.supreiT)ecourt.gov/qp/13-00298qp.Ddf 
Exelixis, Inc. v. Kappos, 1 12cv96 (E.D. Va. Nov. 1, 2012). 

” Exelixis. Inc. v. Kappos. II 12cv574 (LMB/TRJ) (E.D, Va. Jan. 28, 2013). 
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request for continued examination, so that the examination may progress further, and hopefully reach a 
mutually acceptable conclusion. Just as with the negotiation of any agreement, it is usually difficult to 
assign fault when agreement is reached later rather than sooner, In considering whether an applicant 
would be credited with pendency towards a patent term adjustment, Judge Ellis in Exelixis I appropriately 
interpreted the statute as allowing for such tolling, provided the RCE was made within the first three 
years. This is an entirely appropriate outcome that should not be disturbed by statute. 

In any event. Congress should not intervene in overruling Exelixis I while the matter is still in the 
courts. Over fifty civil cases have been filed in the EDVA seeking increases in PTA. Exelixis I has been 
appealed to the Federal Circuit and it is anticipated that Exelixis II will also be appealed, be Joined with 
Exelixis I, and that a decision will be reached later this year. Given the pending appeal(s) of this question 
to the Federal Circuit, it would clearly be premature to pursue legislation at this time. 

D. The Innovation Act’s Clarification of Jurisdiction 


Section 9(f) of the Innovation Act would have Congress find that the Federal interest in 
preventing inconsistent final judicial determinations as to the legal force or effect of the claims in a patent 
presents a substantial Federal issue that is important to the Federal system as a whole. 

As we understand it, this “finding” is intended to address a concern that the Supreme Court’s 
recent decision in Gunn v. Minton 78 has cast doubt over whether state law actions, such as actions for 
breach of a licensing agreement in which liability turns on whether a party has sold products that infringe 
a patent, 79 continue to “arise under” federal patent law. The Court’s opinion in Gunn notes that “arising 
under” jurisdiction exists when the validity or construction of a federal statute is in question, w'hen a 
case’s resolution will affect numerous other federal cases, or when a case affects the federal 
govemment.80 If Gunn’s enumeration of “arising under” factors is thus treated as exclusive listing of 
such factors, “arising under” jurisdiction could be deemed to no longer extend to the case merely 
threatening inconsistent determinations as to the effect of a patent. 

Although the Federal Circuit has recently suggested that its past cases finding “arising under” 
jurisdiction for patent-related state-law business disparagement and injurious falsehood claims “may well 
have survived the Supreme Court’s decision in Gunn,”81 there is concern that the matter remains 
unresolved in the Federal Circuit. Moreover, some regional courts of appeals have begun to apply Gunn 
broadly, effectively treating Gunn’s partial enumeration of the factors that can render a patent issue 
“substantial” for purposes of arising under jurisdiction as an exclusive list,82 

It is important that “arising under” jurisdiction continue to extend to these types of cases. If it 
were otherwise, a patent owner could successfully prosecute an infringement action in federal court with 
respect to a product, yet simultaneously be held liable for “business disparagement” in state court for 
asserting that the same product infringes the same patent. Similarly, a licensee manufacturer could 
successfully assert a defense of noninfringement in federal court, yet be held liable for breach of contract 
in state court with respect to the same patent and the same product. One of the principal reasons for 
creating the Federal Circuit in 1982 was to preyent inconsistent adjudications as to the legal effect of a 


™ 133 S. Ct. 1059 (Feb. 20, 2013), 

Scherbatskoy V. Halliburton Co., 125 F,3d 288 (Fifth Cir. 1997). Other such causes of action include state-iaw actions for business 
disparagement, unfair competition, injurious falsehoods, or interference with prospective economic advantage in which liabiitly 
depends on whether a patent is infringed by a product, or whether a patent is invalid or unenforceable. 

“Gunn, 133 S.Ct. at 1066-67. 

Forrester Envntl. Serve., Inc. v. Wheelabrator Techs,, Inc., 715 F.3d 1329 (Fed. Cir. 2013). 

MDS (Canada) Inc. v. Rad Source Technologies, Inc., 720 F.3d 833, 842-43 (11th Cir. 2013). 
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patent - that is, to avoid situations where one circuit finds a patent valid and infringed and another circuit 
finds the opposite. But a broad reading of Gunn threatens this very type of result. 

Ed Reines and Professor Heilman have proposed that, in lieu of the language now contained in 
section 9(f), the section would add a new subsection to 28 U.S.C. § 1338 that would read as follows: 

(d) For purposes of this section, section 1454, and section 1295(a), a claim of legal malpractice 
that necessarily raises a disputed question of patent law shall be deemed to arise under an Act of 
Congress relating to patents. 

The 2 1 C generally agrees with what we understand to be the intent of Section 9(f), but we believe 
the provision would be improved if more directly worded to express its purpose. 

VIII. Conclusion 

The Coalition for 2 1 " Century Patent Reform appreciates the invitation to provide our views on 
these and other patent reform proposals, and looks forward to working with Members of the Committee 
as it continues to consider these issues. 


47 



161 


Prepared Statement of Steve Bossone, Ph.D., Vice President, Intellectual 
Property, Alnylam Pharmaceuticals, Cambridge, Massachusetts 


Testimony of Steve Bossone, Ph.D. 

To the United States Senate Committee on the Judiciary 

Committee Hearing on "Protecting Small Businesses and Promoting Innovation by 
Limiting Patent Troll Abuse" 

December 17. 2013, 10:00 AM, Dirksen Senate Office Building, Room 226 


Summary of Testimony 

My long experience in biotechnology research and patenting, coupled with Alnylam's 
remarkable journey as a pioneer in this field, has taught me three essential truths relevant 
to today's hearing. First, the life sciences ecosystem of university research, technoiogy 
transfer to the private sector, venture capital funding, and industry collaborations is a 
lengthy, expensive, and high-risk enterprise. Second, changes that create uncertainty 
regarding the strength and enforceability of patents undermine both the ecosystem and the 
job creation generated by thousands of companies such as ours. And, third, harming this 
sensitive ecosystem has real health care consequences - millions of patients suffering from 
life-threatening and debilitating diseases are counting on these partnerships to produce the 
next wave of cures and therapies for so many currently unmet medical needs. 

So I am not here to defend or attack the abusive patent enforcement practices of so-called 
"patent trolls." Indeed, certain targeted reforms - such as those embodied in Chairman 
Leahy's recently introduced Patent Transparency and Improvement Act - likely will heip 
small businesses such as Alnylam by protecting us against bad faith patent enforcement by 
others. But I am here today primarily because, in their well-intentioned efforts to curb such 
abuses, many other proponents of patent litigation reform are rushing ahead with sweeping 
ideas to remake the patent litigation system in fundamental and untested ways, without 
sufficient consideration of the impact of those changes on the vast majority of patent 
owners and licensees who engage in legitimate and good faith patent licensing and 
enforcement activities. This concern is especially acute for critically-important fields such as 
biotechnology, which is largely made up of small, investment-intensive businesses that are 
at the cutting-edge of innovation in America. Thus, our experience is highly relevant to the 
subject of today's hearing. 

Proposals that would routinely and indiscriminately complicate, delay, and make more risky 
and expensive the efforts of a!! patent owners or licensees to protect and enforce their 
patents would do serious harm to the life sciences ecosystem in particular. In this regard, I 
commend to the Committee's consideration the excellent summary of views on patent 
litigation reform submitted by our partners in academia, who conduct the basic research 
and discovery that fuel the biotechnology enterprise, as well as the views of our partners in 
the venture capital community, without whom those inventions would never be developed 
into beneficial and often life-saving products for millions of our families, friends, and 
neighbors. We are united in our desire to support targeted reforms that will protect all of us 
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from unscrupulous patent assertion activities that serve only to raise the cost of doing 
business, and thus the cost of our products to consumers. But we also are united In the 
firm belief that. If we do not go about such reforms in the right way that protects patent 
holders, the long-term costs to the entire innovation ecosystem and overall American job 
creation will be far greater than any short-term benefits that might be derived by one or 
two sectors of our economy, 

I commend Chairman Leahy for beginning this process with this hearing to give Senators a 
variety of stakeholder perspectives. I urge the Committee and the full Senate to proceed 
thoughtfully and deliberately in this complex area, and to focus on those reforms that would 
clearly target abusive behavior without undermining the ability of small, investment- 
intensive businesses to be able to protect and enforce their key assets - their patents - in a 
timely and efficient manner. The Chairman's America Invents Act of 2011 is a model for a 
balanced approach that ultimately benefitted the vast majority of patent stakeholders and 
enhanced the most innovative economy In the world. 


Introduction 

Chairman Leahy, Ranking Member Grassley, members of the Judiciary Committee, thank 
you for inviting me today to testify on the subject of protecting small businesses and 
promoting innovation through further patent reform. 

By way of personal introduction, I am vice president for intellectual property for Alnylam 
Pharmaceuticals in Boston MA. I am a registered patent attorney and have over 18 years of 
experience in the biotechnology field, beginning my career as a bench scientist at 
Millennium Pharmaceuticals. For the past 14 years, I have been part of the intellectual 
property department of companies ranging from a small privately held start-up company to 
a large multinational biotechnology company with sales in excess of $5 billion annually, 
starting as a technology specialist up through my current position. While I speak today on 
behalf of Alnylam, my views are informed by the shared corporate experience of many 
colleagues in the biotechnology industry from companies both large and small. Alnylam is 
not unique in its views on the importance of intellectual property to the biotech business 
model, but my company has been recognized as a compelling example of how Intellectual 
property can be used to fund R&D efforts and accelerate drug development.' 

Alnylam is an innovator company developing, protecting, and actively practicing its 
intellectual property. So I speak today not on behalf of patent monetization entitles or on 
behalf of those who have been the target of their patent enforcement efforts, but to discuss 
the collateral impact of pending legislation on investment-intensive innovation, especially in 
the life sciences sector. It is critical that legislation addressing patent litigation balance the 
need to preserve the strength and enforceability of patents to foster innovation with 
protection from unfair patent enforcement practices. 

Background 


‘ Shih, Willy C., and Sen Chai. "Alnylam Pharmaceuticals: Building Value from the IP Estate". Harvard Business 
School Case 611-009, September 2010. (Revised July 2013) 
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Alnylam was founded in 2002 to develop human therapeutics based on the Nobel Prize- 
winning discovery termed RNA interference or RNAI, first published in 1998 by Andrew Fire 
and Craig Mello based on their work in the nematode worm. RNAi is a biological process in 
which double stranded RNA (dsRNA) inhibits gene expression. The implications of this 
discovery, if it existed in the human, had the potential to transform drug development as It 
meant that one could design a dsRNA to inhibit in a specific manner any gene. The 
founding scientists of Alnylam extended the original work of Fire and Mello and showed that 
RNAi did indeed exist in mammals. They then designed synthetic dsRNA molecules and 
showed how these had drug-like properties and the potential to be used as human 
therapeutics. One benefit of this technology over traditional small molecule drugs or other 
biologies is the ability to target any gene in the body, and thus design therapeutics for 
diseases that are not treatable by previously existing technology. To protect the invention of 
this entirely new class of potential drugs, the Alnylam scientists filed patent applications and 
founded the company with the goal to further develop this remarkable invention into 
commercial products to benefit patients. Very early on, Alnylam's management sought to 
identify and license any available intellectual property, as well as to continue filing patents 
on inventions made at Alnylam to establish a leadership position on RNAi therapeutics and 
intellectual property. This strategy proved successful in that Alnylam was able to leverage 
this leadership position in forming major alliances with leading companies including Merck, 
Medtronic, Novartis, Biogen Idee, Roche, Takeda, Kyowa Hakko Kirin, Cubist, Ascletis, 
Monsanto, Genzyme, and The Medicines Company. The revenue obtained from licensing the 
Intellectual property and know-how developed at Alnylam was used to fund the company's 
research and development efforts and accelerate our efforts to bring RNAi therapeutics to 
patients in need. A mere four years after its founding and only six years after RNAi was 
discovered in the worm, Alnylam conducted its first clinical trial in healthy volunteers. Its 
second clinical trial began in 2009 with a dsRNA designed to target two key genes In the 
pathway of liver cancer, and was conducted in volunteers with advanced liver cancer. 

Multiple individuals achieved stable disease and one had a complete response. 

Currently, a little more than a decade after the company's founding, Alnylam has conducted 
nine clinical trials with 11 programs in clinical development, with the most advanced, an 
investigational candidate called patisiran for the treatment of associated fatal neurologic 
amyloidosis, in a pivotal Phase III clinical trial. The Phase I results for patisiran have been 
published in the New England Journal of Medicine.^ In addition, Alnylam has active research 
programs in, among other areas, hemophilia, cardiac disease, complement-mediated 
diseases, and liver cancers. To enable development and protect this clinical pipeline, the 
patent department manages a portfolio of over 1800 active patent applications, with over 
700 granted patents world-wide. 

This remarkable achievement by Alnylam was enabled by our ability to raise large amounts 
of private capital to carry on research and conduct clinical trials. Research and development 
within the biotechnology industry comes at a very high cost, and every idea that is funded 
comes with a much greater risk of failure than success. Investment thus is predicated on 
an expected return in the form of patent-protected products or services that ultimately 


^ Coelho et al., N EnglJ Med 2013;369:819-29 
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reach the market. Alnylam does not have a product on the market yet, nor a steady source 
of revenue, and continues to spend tens of millions of dollars on R&D annually. The 
biotechnology industry as a whole is responsible for well more than 20 billion dollars of 
annual research investment, and provides employment to millions of individuals nationwide. 
Virtually all of this investment is through private funding.^ Developing a single therapy 
requires an average investment of $1.2 billion, and the clinical testing period alone 
consumes more than 8 years on average.'* 

Such investments are not only expensive; they are risky. For every successful 
biopharmaceutical product, thousands of candidates are designed, screened, and rejected 
after significant investments have been made. The chances that a biopharmaceutical 
medicine will advance from the laboratory bench to the hospital bedside are approximately 
one in 5,000.^ Only a small minority of drugs even advance to human clinical trials, and 
most of those will never ultimately reach the market. For example, at the time human 
clinical testing begins, the odds that a biopharmaceutical compound will eventually receive 
FDA approval are less than one-third. 

Because such risks and costs cannot usually be borne by any one entity alone, biotech drug 
development depends heavily on licensing, partnering, and access to capital. Patents allow 
biotech inventions of great societal value to be passed or shared among parties best suited 
to unlock their potential at any given stage of development and commercialization - each 
contributing their part, each sharing the risk of failure, each increasing the odds that a 
product eventually reaches patients. 

Alnylam is an example of a company that has benefitted from having valid and enforceable 
patents and has used these patents in a responsible, ethical, and strategic manner to 
accelerate the development of RNAi therapeutics for patients in need. If these patents can 
be invalidated under overly broad criteria, or if the ability to enforce them becomes limited 
due to an incredibly high bar to filing a iawsuit or excessive delays in prosecuting a case 
through the courts, third parties would be less likely to invest in or license the technology, 
and a major source of Alnylam's R&D funding would dry up. The result - patients waiting 
for the next new cure or treatment will have to wait longer, or may not ever get It at all. 

For these reasons, currently-pending patent litigation reform legislation is highly relevant to 
the biotech business model. A small or mid-sized biotech company that today decides to 
begin development of, for example, an Alzheimer's cure must look a decade or more into 


^ Moving Research from the Bench to the Bedside: Hearings Before the Subcomm. on Health of the House Comm, 
on Energy and Commerce, 108th Cong., IstSess. 47 (2003) (testimony of Phyiliss Gardner, M.D) 
(http://archives.energycommerce.house.gOv/reparchives/108/Hearings/07102003hearing990/Gardnerl579.htm) 
("The biotechnology industry is the most research and development-intensive and capital-focused industry in the 
world," noting that 98 percent of research and development investment comes from the private sector). 

Joseph A. Di Masi and Henry G. Grabowski, The Cost of Biopharmaceutical R & D: Is Biotech Different? Manage. 
Decis. Econ. 28: 469-479, 2007)(hereafter: ”Di Masi and Grabowski"). 

^ Secretary of Health and Human Services Tommy G. Thompson, Remarks at the Milken Institute's Global 
Conference (Apr. 26, 2004), available at www.hhs.Qov/news/speech/2004/040426.html 

® Di Masi and Grabowski, 472-3 
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the future. Long-term financial commitments will be required; several hundred million 
dollars will need to be raised; and development partnerships will need to be secured in a 
situation where the cost of capital is high and the odds of ultimate success are small. 
Because Investment-intensive businesses can tolerate only so much risk, even moderate 
additional uncertainty can cause business decisions to tip against developing a high-risk, but 
potentially highly-beneficial, product. This is not an academic consideration. Every biotech 
executive has stories to tell about promising experimental compounds that had very 
favorable medicinal properties, but were never developed because their patent protection 
was too uncertain. In this way, the injection of additional systemic uncertainty by, for 
example, making the enforceability of patents against infringers more uncertain can 
negatively affect which new cures and treatments may become available a decade from 
now. 

The average American today can realistically hope to live into her or his 8th decade. At 
retirement, one out of five Americans can expect to develop Alzheimer's disease during her 
or his remaining years. The risk of developing cancer is even greater. While much has 
been said about inefficiencies in the patent system that drive up business costs and prices 
for consumers in some sectors today, we must keep in mind that that same patent system 
encourages risk-taking and long-term investment in potential solutions for the biggest 
problems facing our world and the generations to come: disease, hunger, and pollution. 
Great care must be taken to ensure that we do not focus too heavily on current complaints 
about abuses in the patent system without appreciating the system's longer-term benefits 
to society. 

In this regard, it is important that we do not overlook a recent nonpartisan Government 
Accountability Office (GAO) report^ that found that patent assertion entities bring less than 
20 percent of patent litigation cases while operating companies bring 68 percent of patent 
litigation. Any solutions proposed by this Congress must not impede the vast majority of 
patent owners from trying to enforce their legitimate patents in a legitimate way. With this 
in mind, I would like to provide the following views on specific legislation currently under 
consideration. 

Discussion of Legislative Provisions Currently under Consideration 

As the title of this hearing indicates, the most stridently-voiced concerns In the current 
round of patent reform involve the need to protect small businesses, end-users, and others 
who do not have the resources or the means to defend themselves from unfair or 
misdirected patent enforcement efforts by patent assertion entities, or "trolls." Alnylam 
believes that the Patent Transparency and Improvement Act (S. 1720), introduced by 
Chairman Leahy, contains multiple, targeted provisions that would effectively advance the 
goal of protecting small businesses from abusive patent enforcement practices, while at the 
same time sustaining the ability of innovators to rely on their patents for long-term business 
and investment decisions. Specifically, S. 1720 would 


' Government Accountability Office report 13-465, August 2013, Assessing Factors That Affect Patent Infringement 
Litigation Couid Help Improve Patent Quality. 
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- bring the indiscriminate, widespread sending of bad-faith demand letters within the 
ambit of the Federal Trade Commission's enforcement authority if it qualifies as an 
unfair or deceptive trade practice; 

- advance transparency of patent enforcement in litigation by leveraging familiar 
"interested party" disclosure obligations that are already in use under certain local 
court rules; 

- provide for "customer stays" that would make it easier for willing manufacturers of 
allegedly infringing products to join infringement suits against resellers or end-users 
of their products, thereby providing their customers with relief from litigation 
pressure. 

While modifications to these provisions will be needed to guard against opportunities for 
misuse and unintended consequences,® S. 1720 represents a targeted patent enforcement 
reform package that, in comparison with other bills, is most likely to offer specific relief to 
small businesses that have been unfairly targeted by patent assertion entitles, and that 
presents much less risk for systemic negative impact on Innovative businesses in capital- 
intensive R&D areas such as biotechnology. 

In contrast to the targeted proposals of S. 1720, other pending bills propose a wide range of 
more far-reaching general litigation reforms, such as 

mandatory stays of discovery pending patent claim construction; 

new impleader authority under which additional parties could be joined to the 

litigation as unwilling co-plaintiffs; 

- cost and fee award provisions under which "loser pays" awards could be recovered 
against third parties; 

new requirements under which complaints in patent cases would have to set forth 
vastly Increased amounts of detailed information; 

- "requester pays" proposals providing for upfront payment of the costs of electronic 
discovery to the producing party; 

provisions for singling out patents on software-implemented technologies for 
particularly unfavorable treatment by subjecting them to harsh administrative 
invalidation proceedings in the PTO; and 

authority to require plaintiffs to post litigation bonds at the inception of district court 
litigation. 

Many of these provisions represent stark departures from the normal civil litigation rules 
that apply to other commercial litigation under the U.S. system. While this Committee 
would do well to consider carefully the wisdom of singling out patent litigation for such an 
astonishing array of special rules found in no other area of civil litigation, it would be even 


® For example, the "customer stay" provision of S. 1720 currently appears drafted to benefit accused infringers at 
every level of the manufacturing and distribution chain, contrary to its deciared goal of protecting ends-users and 
retailers of infringing products. As written, it would allow even manufacturers of infringing products to deflect 
infringement suits towards their parts suppliers, thereby inviting piecemeal adjudication and systematic litigation 
delays in conventional infringement cases having nothing to do with end users, retailers, or "patent trolls." 
Additional amendments should provide more clarity around the class of intended beneficiaries, the scope of the 
stay, and the circumstances under which a litigation stay would be inappropriate. S. 1720's "demand letter" 
provisions likewise need minor amendments to ensure that legitimate licensing communications remain protected, 
and to guard against non-uniformity and interference with the statutory scheme due to state enforcement efforts. 
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more important to consider their impact on the intended beneficiaries of these reform 
proposals. Litigation reform, by its very nature, most benefits those who have the means 
and the will to litigate. In my opinion, large businesses with well-funded litigation budgets 
are most likely to leverage these litigation reform provisions to their advantage. At the 
same time, it is questionable whether small businesses that need protection from patent 
troll abuse would benefit from sophisticated new litigation maneuvers - such as impleader 
practice and extensive early motion practice - that would be enabled by the various pending 
litigation reform proposals. Patent litigation is already known as a "game of kings" and 
surely the pending litigation reform proposals would make it even more so. Further, in their 
current form these litigation reform provisions will almost uniformly work against patentees 
of all stripes. In an effort to erect barriers against patent-asserting entities, these 
provisions would systematically raise the cost and risk of patent enforcement for all 
patentees, with disproportionately greater negative impact on smaller, poorly-funded patent 
holders who must defend their businesses against patent infringement. 

The risk of unintended negative consequences on small-business innovation can be 
Illustrated by consideration of specific pending provisions: 

Enhanced pleading requirements: H.R. 3309, and to an even greater extent S. 1013, 
would require that complaints, and counter- or cross-claims, for patent infringement include 
a number of new information items to be considered legally sufficient. The level of required 
detail is high and would require plaintiffs to fill out a potentially very large matrix of 
information: each asserted patent; each claim for each patent; each accused product for 
each claim; for each accused product an explanation of how each claim element of each 
claim meets each feature of each accused product, and the like. For each allegation of 
indirect infringement, a description of the direct infringement, the identity of known direct 
Infringers, and a description of the acts constituting indirect infringement would need to be 
provided. In addition, a number of other information items such as licensing rights, 
licensing obligations, the identity of co-owners, assignees, and exclusive licensees, and 
other parties with a financial interest in the matter, would need to be disclosed. Both bills 
would direct the Supreme Court to amend Form 18, used for filing infringement complaints, 
accordingly. 

Few stakeholders would disagree that the pleading requirements in patent cases should be 
enhanced to conform with the standards generally applicable in civil litigation. Flowever, the 
now-proposed amount of information and the specificity with which it would need to be 
pleaded go far beyond what is necessary to support a patentee's claim for relief and to 
provide the defendant fair and reasonable notice of the infringement allegation. To legislate 
pleading requirements at such a high level of specificity invites litigation over the sufficiency 
of the patentee's efforts even in instances where the parties fully understand the factual 
basis for the infringement allegations. Instead of streamlining the litigation process, the 
proposed provisions of S. 1013 and FI.R. 3309 would enable accused infringers to litigate 
whether otherwise sufficient pleading-stage information was nevertheless incomplete; would 
fuel disputes over whether information was or was not readily accessible and whether the 
patentee tried hard enough to obtain it; and would empower well-funded defendants to 
engage in extensive motion practice and "churn" to prevent the litigation from advancing to 
even its preliminary stages. 
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The provisions also lack balance and reciprocity; responsive pleadings by alleged infringers 
often contain counterclaims and affirmative defenses that likewise can fail to provide 
sufficient notice to the other party (the patentee) of any underlying factual allegations. But 
this practice by alleged infringers would not be addressed under the provisions of H.R. 3309 
or S. 1013; only patentees are singled out for additional, burdensome requirements. 

This Committee should be mindful that patentees do not always have access to the 
information needed to plead at the outset, with the required specificity, how the accused 
infringer's conduct precisely infringes which patent claim. This consideration is particularly 
relevant to biotechnology, where, for example, a competitor's sophisticated 
biomanufacturing process, or the use of precursor molecules or proprietary production ceil 
lines, are simply not accessible to a patent owner without some discovery, even if there is 
good reason to believe that a patent is being infringed. 

Accordingly, I do not believe that such high levels of additional pleading specificity offer a 
targeted solution that would protect small businesses from abusive patent assertion on the 
one hand, while at the same time enabling them to protect their own businesses against 
patent infringement on the other hand. To be sure, some additional information beyond 
what is currently required under Form 18 of the Federal Rules of Civil Procedure may be 
beneficial for inclusion in model complaints for patent infringement, so as to convey 
reasonably detailed information on which the infringement allegation is based. The level of 
detail should be adequate to allow parties and judges to decide whether there is a sufficient 
basis for a lawsuit. Indeed, if the complaint sets forth sufficiently detailed grounds why and 
how at least one patent claim is believed to be infringed, then good grounds for a lawsuit 
exist. There is no need to additionally require the inclusion of dozens of alternative 
grounds, or to litigate the sufficiency of such alternative grounds, when it is already clear 
that there is "enough" for a lawsuit to proceed. To require otherwise would impose undue 
burden on the patent owner to plead all details of its case before any discovery has 
commenced. 

It would be preferable to amend the pending "enhanced pleading" provisions in ways that 
ensure that the judiciary would play a greater role, and assume more responsibility, for 
developing the applicable pleading standards in a balanced manner, as part of its traditional 
rulemaking function. Any final approach also would need to ensure that existing statutory 
schemes governing certain biopharmaceutical patent litigation are not covered by these new 
rules, in order to avoid conflicts with the highly detailed nature of the statutory rules 
already in place for such litigation. 

"Interested parties": S. 1013 and H.R. 3309 contain similar definitions for "interested 
parties" that cover anyone who has an ownership interest in the patent, or is an exclusive 
licensee, has enforcement rights, or who has a direct financial interest in the outcome of the 
litigation, including a right to receive royalties or part of a damages award. Such 
"interested parties" can be impleaded into the lawsuit and held liable for the winning party's 
costs, expenses and attorney fees. 

There is nothing remarkable about the proposition that litigants should identify to the court 
those who have a financial interest in the litigation or the litigated assets. Under many local 
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court rules, judges require such information today, as they need to know when to recuse 
themselves from a case, or to take other action to avoid conflicts of interest. But there is a 
real questioh whether the pendihg "real party in interest" provisions go too far when they 
are beihg leveraged to join third parties Into the lawsuit as unwilling plaintiffs, or to subject 
them to liability for litigation conduct that is beyond their control. 

Within the context of both H.R. 3309 and S. 1013, the concepts of "real party in interest," 
"loser pays," and "impleader" are all connected, and should be appraised together. The cost 
award and recovery provisions of both bills constitute a true "loser pays" system: as a 
default, the nonprevaliing party must pay the winner's reasonable costs and expenses, and 
the burden will be on the loser to explain why it should not have to pay. The nonprevailing 
party can meet this burden by a showing of special circumstances making an award unjust, 
or by showing that its position was “objectively reasonable and substantially justified."’ 
Among its proponents there is an assumption that this standard will be easy to meet, and 
that fee ahd cost awards will therefore occur only in truly frivolous cases. In the same vein. 
It has been said that this standard is not unprecedented - it is the same standard that has 
beeh ih place since 1980 in the Federal Equal Access to Justice Act. 

Despite such assurances, there is reason to wonder whether cost and fee awards would not 
occur more often than expected if this standard were transposed to patent litigation.^’ At a 
minimum, its predicted operation is very unclear: unlike many other tort cases, pateht 
cases often do not have clear winners and losers; each party may prevail on some issues 
and lose on others,^^ such that it may be very unpredictable how fee awards would be 
assessed under such a system. 

The proposed "loser pays" provisions also use strikingly broad language in defining the 
classes of civil actions to which they would apply, and are in no way limited to patent 
infringement actions under title 35 or section 337 investigations in the International Trade 
Commission under title 19. For example, by their plain terms the provisions describe 
claimants who neither enforce, attack, nor defend against patents - such as a disappointed 
patent applicant who obtains judicial relief against the U.S. Patent and Trademark Office 


® The applicable, similar standard in H.R. 3309 is: "reasonably justified in law and fact." 

In practice, the FEWA standard may be more often met than one might assume. The Veteran’s Administration, 
for example, estimates that around 45% of ail cases before the Court of Veteran’s Appeals result in a FEAJA 
attorney fee and cost award against the Government. Social Security cases in which the claimant prevails result in 
awards over 40% of the time. The Supreme Court has noted that these are "hardly vanishing odds of success for 
an attorney deciding whether to take a client's case" (Astrue v. Ratliff, 130 S. Ct. 2521 (2010), at n. 2, 

Sotomayor, J., concurring). It also should be noted that the EAJA's fee recovery provisions are only available to 
smalt entity, nonprofit, or non-wealthy individual claimants, whereas H.R. 3309 and S.1013 would let al! prevailing 
parties recover regardless of their wealth. Moreover, the EAJA caps recoverable attorney fees at a default of 
$125/hour, whereas neither H.R. 3309 nor S.1013 provide such caps - or other protection - against runaway costs. 

" To give a simple example: assume a patentee sues a competitor for patent infringement. The competitor 
alleges that the patent is (i) invalid, (ti) unenforceable, and (iii) not infringed. The court rules against the 
competitor on the question of patent validity and enforceability, but agrees that the patent is not infringed. In this 
scenario, the competitor ultimately "prevailed" because it escaped liability, but did not "prevail" in its attempt at 
striking down the patent. Who reimburses whose litigation costs? Does the competitor reimburse the patentee for 
defending the patent? Or does the patentee pay the competitor for unsuccessfully attacking the patent? Or do 
both parties reimburse each other for portions of each other's cases? 
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(PTO), or an academic inventor who seeks an accounting of royalties from a non-profit 
university under the Bayh-Doie Act. Much litigation over the applicability of the provision 
could, and should, be avoided by narrower legislative language. 

In addition, under H.R. 3309's provision, patentees (but not defendant-counterclaimants) 
would be penalized for extending a covenant not to sue after an answer has been filed in 
the lawsuit, by deeming such a patentee to be a non-prevailing party for purposes of 
recovering the defendant’s attorney fees and costs. Doing so would create disincentives for 
the private resolution of patent litigation. There also are many legitimate reasons why 
either party to a patent infringement case may extend a covenant not to sue at some point 
in the litigation. It remains unclear why covenants not to sue should be disfavored In such 
a blanket fashion. 

Impleader of interested parties: As currently drafted, both H.R. 3309 and S. 1013 
provide new impleader authority under which the court "shall" grant a defendant's motion to 
join "interested" third parties as plaintiffs. These impleader provisions are closely linked to 
the bills' litigation cost-shifting provisions, and are intended to ensure that somebody will be 
responsible for paying the winning party's iitigation expenses if the losing party cannot or 
will not pay. Both bills seem to be targeted at ensuring that only winning defendants will be 
reimbursed, as there are no comparable provisions under which winning patentees can join 
potential payors on the defendant's side. 

The procedures for joining third parties as plaintiffs to the litigation differ between the two 
bills. S. 1013 provides that the defending party can at any time join an Interested party by 
showing that the plaintiff's interest in "any patent identified in the complaint, including a 
claim asserted in the complaint, is limited primarily to asserting any such patent claim in 
litigation.'' While this definition is intended to capture only "patent troll" lawsuits, it could 
easily apply to conventional litigation between brick-and-mortar businesses; 

- For example, if a complaint asserts 20 claims in three patents, and the defendant 
makes the requisite showing with respect to one of these claims, the litigation would 
become subject to the impleader provision. This would be the case even If the 
remaining ciaims in the iitigation invoive patent-infringing products that compete 
with the patentee's own products. Moreover, it is not uncommon, especially among 
start-up businesses, to hold patents on "unfunded" technology. For example, a 
company may start out with two in-licensed portfolios of patents, and proceed with 
R&D work on one of them while seeking funding to begin development of the other. 

If a patent on such unfunded technology is infringed, even a brick-and-mortar 
research company that sees its chances for future funding evaporate if it does not 
defend itself against ongoing infringement could be deemed indistinguishable from a 
patent-assertion-entity under the definition in S. 1013. 

The business and litigation ramifications of joining unwilling "interested" third parties as co- 
plaintiffs on the patentee's side of the lawsuit are significant. As described above, S. 1013 
defines an interested party as anyone who has an ownership interest in the asserted patent, 
is an assignee, or an exclusive licensee, or who has a direct financial interest in the outcome 
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of the litigation. Including the right to receive proceeds from the litigation. Under this 
definition, university licensors or business partners who have subljcensed the patent to the 
plaintiff could be impleaded into the litigation at the infringer's option, and face potential 
liability for the defendant's litigation costs. While university-licensors today often appear as 
co-plaintiffs in patent cases pro forma, the prospect of potentially having to pay part or all 
of the infringer's defense costs is an entirely new proposition for academic institutions. This 
is especially problematic when the university-licensor, as is common, does not actually have 
control over the litigation. 

Because they would now face potential liability for the patentee's litigation decisions, 
Impleaded university-patent owners or corporate licensors likely would have to hire their 
own legal teams to participate in the litigation, complicating and raising the costs of patent 
litigation for all parties. Existing and future licensing agreements would need to be 
restructured to insulate licensors or business partners from potential liability in these 
circumstances, or to provide for Indemnification. The more risk-averse parties to patent 
licensing agreements will want to retain enforcement rights or the right to veto patent 
enforcement decisions and litigation strategies - or worse, may decide against entering into 
these transactions at all. 

The net result would be that, on the plaintiff's side, S. 1013's joinder provision would create 
many additional encumbrances for legitimate small innovators that would make partnering 
and collaborations, as well as the enforcement of patents, more expensive and more 
complicated. Defendants, on the other hand, would have opportunities for ancillary joinder 
litigation before the case can proceed to the merits. Such delays would be compounded if 
S. 1013's impleader provision for interested parties were stacked with the "covered 
manufacturer" stay provision in S. 1720, thus providing defendants multiple opportunities to 
engage in front-end litigation about who should be in the lawsuit before the lawsuit can 
even get underway. 

Given their potential negative impact on the businesses of legitimate patent-owning 
innovators, the justifications for creating such new impleader provisions for "interested 
parties" deserves to be questioned. If these provisions are being proposed to ensure that 
someone will be responsible for reimbursing the winner's litigation costs, this Committee 
should keep in mind that S. 1013 would allow unwilling "interested parties" to be impleaded 
before it is known that the patentee lost the case, before it is known that the patentee acted 
unreasonably and without justification, and before it is known that the patentee cannot or 
will not reimburse the defendant's litigation costs. Not all patentees lose, not all act 
unreasonably, and not all are penniless. S. 1013 would create a great deal of litigation over 
who should be in a patent case at its inception when, after all is said and done, it likely will 
not have been necessary to do so.'^ 


If, on the other hand, the reason for Impleading "interested parties" is to address "privateering" - a practice 
whereby large companies reportedly license or assign their patents to other entities that then assert these patents 
as a proxy for the large company ~ it is unclear what the impleader provision would accomplish in such instances. 
For example, it has been said that large companies assert patents through proxies in this way to insulate 
themselves from counterclaims - but if good grounds for a meritorious counterclaim exist, it should almost certainly 
be possible to sue such a company separately. At any rate, under U.S. corporate law, it is perfectly common and 
permissible to establish corporate affiliates for the purpose of isolating assets or liabilities, and that holds true for 
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Impleader and cost recovery from "interested parties" under H.R. 3309: The process by 
which "loser pays" awards can be recovered from third parties under H.R. 3309 differs from 
that described above for S. 1013. First, under section 4 of H.R. 3309, the plaintiff must 
disclose the identity of "interested parties" at the inception of the litigation. Then, the 
defendant can provide these interested parties notice that they could be impleaded and that 
the defendant's litigation expenses could be recovered from them if the court confirms that 
they are an Interested party. The third-party recipient of such a notice then has the option 
to renounce, within 30 days, any and all ownership, right, or direct financial interest in the 
patent - or otherwise face the risk of being joined to the action at the end to pay the 
winner's bills. Later, if the plaintiff loses and is subjected to a "loser pays" award that it 
cannot satisfy, the prevailing defendant can make a showing that the plaintiff had "no 
substantial interest In the subject matter at Issue other than asserting such patent claim in 
litigation." If this showing is met, the court "shall" grant a motion to implead the third party 
that was earlier notified. The award can then be made recoverable against the impleaded 
interested party. 

The impleader provision of H.R. 3309 is both byzantine and problematic. A third party 
would be identified at the beginning of a lawsuit with no input from that party, and would 
receive a notice of potential liability with an invitation to renounce all interest in the patent 
at that time. Later, after the plaintiff loses the case, the third party could be impleaded 
"after the fact" and made responsible for meeting unsatisfied "loser pays" awards that are 
premised on litigation conduct over which the third party may have had no control. The 
required showing of "no substantial interest in the subject matter at Issue other than 
asserting such patent claim in litigation" is unintelligible and, like the parallel definition in S. 
1013, does not clearly limit the provision to litigation that was brought by patent assertion 
entities, but could capture R&D businesses that have to enforce patents they were not yet 
able to develop or commercialize. Like the provision in S. 1013, the impleader provision of 
H.R. 3309 could make arm's-length business partners of the patentee, such as university 
licensors, venture capital investors, and other entities liable for fee awards even if they have 
no control over the litigation, thereby injecting uncertainty and complication into the 
legitimate licensing and partnering activities of research and development-intensive 
companies that must defend their businesses against patent infringement. In this regard, I 
would direct the Committee to the excellent summary of concerns raised by various 
university associations about several of these related provisions.*^ 

In short, the fee-shifting and joinder provisions of H.R. 3309 and S. 1013 present a great 
departure from normal civil litigation under the American system, with the potential for 


IP assets as well There aiso is a weil-developed body of iaw that allows veil-piercing, not just to establish liability 
but also to collect debts and unpaid awards, and U.S. courts have not shied away from allowing recovery against 
corporate parents or affiliates that sought to hide behind paper entities. We are not convinced that opening the 
doors to new, relatively unselective impleader authority would accomplish anything that cannot already, under 
existing law, be done more selectively and with less collateral damage. 

Statement from the Higher Education Community on S. 1720, the "Patent Transparency and Improvements Act 
of 2013", on behalf of the Association of American Universities, Association of Public and Land-grant Universities, 
American Council on Education, Association of University Technology Managers, Association of American Medical 
Colleges, and the Council on Governmental Relations; dated 12/11/2013; available at: 
http://www.acenet.edu/news-room/Documents/Statement-Senate-Judiciary-S1720.pdf 
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significant negative business Impact on investment-intensive innovation especially for 
smaller companies and non-profit and academic innovators. If Congress wishes to go 
forward with a "loser pays" system for patent litigation, such a system must incorporate 
safeguards against runaway awards and provisions that offer at least some predictability of 
a litigant's potential liability. Courts also should have clear authority to offset "loser pays" 
awards under circumstances where the prevailing party engaged In dilatory litigation 
conduct or otherwise unreasonably "ran up the bills." The joinder/Impleader provisions 
should likewise, at a minimum, be changed to limit the class of "interested parties" that 
could be brought into the lawsuit as unwilling co-plaintiffs. Business partners, patent 
owners, financing companies, and others who engage only in arm’s length business with the 
patentee should not be subjected to potential liability or forced to renounce all of their rights 
in a patent just to avoid being dragged into litigation between two other parties. On the 
other hand, with proper safeguards it may be fair to permit impleader of entities that 
benefit from and have the right to control the patentee's litigation conduct. Courts should 
be encouraged to look to well-established bodies of law that permit vicarious liability or 
corporate veil-piercing to identify patent enforcers who operate through undercapitalized 
paper entities, rather than creating broad and vague new categories of potentially 
impleaded parties. 

Bonding; Another pending bill, S. 1612, would offer an alternative to the above-described 
impleader provisions that is problematic in its own way: S. 1612 would establish a "loser 
pays" system similar to those discussed above, but would add a bonding provision under 
which a court would be authorized, on motion by a defendant, to order the patentee to post 
a bond sufficient to ensure payment of the accused infringer's reasonable litigation costs. 

From a small-business perspective, financial inequality between litigants is a significant 
concern under such a system. Bonds are costly and accrue interest during the time they are 
kept on a company's books over potentially several years of litigation. Bonds are easily 
available to well-funded litigants, but for a small company to borrow or set aside potentially 
several million dollars to cover an accused infringer's prospective litigation expenses could 
be so burdensome that unfavorable settlements or non-enforcement of its patent rights 
could become the only practical option. 

Perplexingly, S. 1612's factors for ordering the posting of a bond do not require any 
consideration of the likelihood that a litigation fee award will actually be imposed against the 
plaintiff. Thus, motions for posting burdensome litigation bonds are likely to be brought at 


The factors to be considered are: 

(1) whether the bond wili burden the ability of the party alleging infringement to pursue activities unrelated to the 
assertion, acquisition, litigation, or licensing of any patent; 

(2) whether the party alleging infringement is— 

(A) an institution of higher education (as defined in section 101(a) of the Higher Education Act of 1965 (20 
U.S.C. 1001(a))); or 

(B) a non-profit technology transfer organization whose primary purpose is to facilitate the 
commercialization of technologies developed by one or more institutions of higher education; 

(3) whether a licensee, who has an exclusive right under a patent held by an institution of higher education or a 
non-profit organization described in paragraph (2), conducts further research on or development of the subject 
matter to make the subject matter more iicensable; 

(4) whether the party alleging infringement is a named inventor of or an original assignee to an asserted patent; 
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the inception of a litigation, before there is a factual record in the case or any indication that 
the plaintiff's allegations are unjustified. Because only patentees would be subject to 
bonding under S. 1612, defendants would be free to make counterclaims regardless of their 
merit. 

While a bonding approach could be preferable to the alternative impleader provisions 
discussed above, this Committee should give substantial thought as to whether existing 
mechanisms for piercing corporate veils and other "sham" corporate structures are sufficient 
to achieve this same purpose without engendering the types of inequalities and negative 
impacts on small-business innovation that such new approaches could bring. At a 
minimum, any further consideration of bonding proposals must consider any potential 
interference of such a requirement with the plaintiff's business operations. Small, innovative 
businesses should not be put to the choice of suspending their ongoing R&D efforts or 
enforcing their patent rights against ongoing infringement. An obligation to post a litigation 
bond in the amount of several million dollars can easily mean deferring the advancement of 
a promising drug candidate through preclinical development or disbanding a team of 
scientists. 

Deferral of discovery; Both S. 1013 and H.R. 3309 contain provisions that would require 
courts to defer discovery in patent cases except as necessary to judicially construe the 
meaning and scope of the asserted patent claims. In effect, these provisions would 
routinely defer merits discovery in virtually all patent cases until after the court issues a 
claim construction order. While there undoubtedly are cases in which such discovery 
deferrals are appropriate, doing so as a general rule would effectively bifurcate discovery on 
the merits in most cases and tend to prolong patent litigation by 9-12 months, if not longer, 
across the board. Such delays would accrue even in routine patent litigation that does not 
involve meritless claims, smalt businesses defendants, or "patent trolls." 

In my opinion, these proposals are too rigid and interfere unduly with the responsibility and 
authority of district courts to manage patent litigation In a case-specific manner. In 
instances where there is ongoing infringement, these provisions would perpetuate 
uncertainty for patentees whose market share continues to erode, as well as for accused 
infringers whose potential damages continue to accrue. Settlement negotiations would be 
hampered by delays in developing a sufficient factual record. The development of other 
potentially case-dispositive issues would be put on hold, and opportunities for early 
resolution of the litigation on other grounds would be lost. Interlocutory appeals from claim 
construction orders would become more common, which would contribute to further 
piecemeal adjudication and delay. In such ways, legislation that is intended to make patent 
litigation more streamlined and less costly could end up achieving the opposite result. 


(5) whether the party alleging intringement makes or seiis a product related to the subject matter described in an 
asserted patent; 

(6) whether the party alleging infringement can demonstrate that it has and wilt have the ability to pay the accused 
infringer’s fees and other expenses if ordered to do so; and 

(7) whether any party will agree to pay the accused infringer's shifted fees and other expenses, provided that the 
person or entity can demonstrate that it has and wif! have the ability to pay the accused infringer's shifted fees and 
other expenses. 
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To be sure, both H.R. 3309 and S. 1013 permit limited flexibilities - for additional discovery 
as necessary to ensure timely resolution of certain litigation that is required by existing 
federal laws to proceed under defined statutory timelines, or as necessary "to resolve a 
motion properly raised" prior to claim construction, or to prevent "manifest injustice." But 
these provisions do not detract from the overall result: that patent litigation in the 
overwhelming majority of patent cases would incur significant across-the-board delays and 
increased expense for ail parties. Even in cases where these very limited flexibilities can be 
invoked. It is clear that litigants would NOT be entitled to discovery as under current 
practice. Instead, the burden would be on the requesting party to show why its discovery 
request is necessary and how its rights would be affected if the discovery request were not 
granted, all of which would be subject to dispute and counterarguments by the opposing 
party. In other words: there are no true exceptions - all patent cases would be subject to 
deferred discovery, no litigant seeking additional discovery would be exempt from having to 
make a burdensome showing, and any additional discovery would be granted only to the 
extent it was shown to be necessary for a small number of permissible purposes. 

If the goal is to rein in a subset of cases - abusive litigation by patent-assertion entities - it 
is unclear why Congress would insist on such across-the-board rigidity. The majority of 
patent litigation manifestly does not involve "patent trolls," and while it may be difficult to 
define "troll" cases affirmatively in statutory language, it is not too difficult to identify whole 
classes of cases that have nothing to do with "patent trolling." For example, as passed by 
the House, H.R. 3309 was amended to provide that the limitation on discovery would not 
apply to "an action seeking a preliminary injunction to redress harm arising from any 
allegedly infringing instrumentality that competes with a product sold or offered for sale, or 
a process used by a party alleging infringement." Providing such a categorical exemption 
for cases between manufacturing marketplace competitors is a step in the right direction. It 
is perplexing, however, that this exemption should be limited only to preliminary injunction 
cases. Preliminary Injunctions are uncommon in cases between manufacturing competitors, 
and it is not understood how the goal of limiting discovery in patent-assertion-entity (PAE) 
cases would in any way be advanced by interfering with patent litigation between 
marketplace competitors. If there is a reasonable basis for objecting to a broad competitive 
harm exception for cases between practicing patent owners, it has not been articulated. 

In the same vein - and of particular relevance to biotechnology companies - patent 
litigation under the Hatch-Waxman (HWA) or the Biologies Price Competition and Innovation 
Acts (BPCIA) likewise manifestly does not involve patent-assertion entities. These statutes 
spell out in detail the identity of the parties, the products that are the subject of the 
litigation, and the timelines under which the litigation must commence and proceed. Not 
only Is there no question that the parties to this special kind of patent litigation are each 
involved in the real-life commercialization of valuable therapeutic products, but there is also 
a real risk that the currently-pending general patent litigation reforms could interfere with 
the detailed litigation schemes previously established by Congress under the HWA and 
BPCIA. Patentees under the HWA and BPCIA have very little leeway as to who they can 
sue, when they can sue, and the timelines under which the litigation must go forward. It 
would be simply inconsistent with these statutory litigation schemes to now inject 
systematic discovery stays into these cases, to require the parties to such litigation to make 
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burdensome showings why any given discovery request is necessary under the 
circumstances of their case, and to narrowly tailor permissible discovery accordingly. 

Notably, parties to such litigation may not be able to take advantage of a broad competitive 
harm exemption such as the one discussed above, because under the unique provisions of 
the HWA and the BPCIA, patent litigation is Intended to begin before the allegedly infringing 
product enters the marketplace. Accordingly, for reasons that are at least as strong as 
those supporting a broad competitive harm exception between actively marketing 
competitors, a clear exemption for patent litigation under the HWA and BPCIA should also 
be included. 

Going beyond the question of statutory exemptions from the pending discovery stay 
provisions, it must be understood that not all patent litigation in biotechnology will fall into 
the above categories. The vast majority of American biotechnology businesses are far from 
having a product on the market, yet depend critically on the enforceability of their patents 
to attract funding, to enter into development partnerships, and to advance their technology. 
A solution must be found for such businesses as well, businesses that are actively trying to 
develop, and seeking investment to further develop, patent-protected inventions. 

In my opinion, innovative small businesses would be best served by dedicating the question 
of discovery stays to the judiciary, which is in the best position to further develop its case- 
management practices to prevent discovery abuses in cases where they occur. At a 
minimum, judges should be given much more discretion as to when additional discovery 
should be permitted. For example, the Judicial Conference could be asked to develop 
discovery management standards for cases falling outside the above described statutory 
exemptions, under which additional discovery should be granted for good cause shown. 

Such recommended standards, to be developed and implemented by the courts, would go a 
long way to addressing Congress's concern about discovery abuses by the few without 
causing systemic harm to the large majority of legitimate participants in the patent litigation 
system. 

Changes to the America Invents Act: 

Covered Business Method Patent Review Expansion: The 2011 Leahy-Smith America 
Invents Act (AIA) provides that certain business method patents can be challenged 
administratively in an enhanced post-grant review proceeding in the PTO. This "CBM" 
proceeding was designed as a transitional program, with an eight-year sunset. This was 
done with the expectation that non-technological patents on financial services could be 
subjected to enhanced review during a sufficiently-long eight-year window, after which they 
could be challenged only In the normal inter partes review (IPR) or post-grant review (PGR) 
proceedings that apply to all patents. S. 866 would significantly expand the scope of this 
two-year old proceeding by broadening the class of reviewable patents to a wide range of 
methods used in the management of an enterprise and to the software that implements 
them, and would make this expanded review proceeding permanent by eliminating the 
sunset. 

I am troubled by the proposed expansion of the scope and length of this special type of 
proceeding barely two years after it was first created by Congress. The class of patents that 
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could be subjected to this harsh administrative review proceeding appears broad and could 
be construed to encompass many, if not most, software-implemented processes. Many 
biotechnology companies in the medical, pharmaceutical, and agricultural spaces do have 
proprietary software for a wide range of processes, including drug design, inventory 
tracking, and product distribution, or for providing value-added services that help their 
customers use their products more effectively. Some such software may be patented, so it 
is possible that biotechnology companies could be affected by the proposed provision. 

More Importantly, I believe that singling out patents on certain classes of technology for 
particularly unfavorable treatment undermines the basic principle in U.S. and international 
law that patent rules must be technologically neutral and non-discriminatory. 

Internationally, the United States has always advocated for robust and technology-neutral 
patent rules, and the proposed provision undermines U.S. credibility in international fora 
and in negotiations with our trading partners. The biotechnology industry - a field the 
United States has created and led - is acutely aware that policymakers in a number of 
countries would like nothing more than to subject patents on medical and agricultural 
biotechnological products to selective, unfavorable rules under their own patent laws. In 
my opinion, the provisions of S. 866 that would greatly expand and make permanent this 
system for review of business method patents would set an alarming precedent of 
technology-discrimination that will sooner or later come back to haunt other industries, 
including biotechnology. 

PTO Claim Construction Standard in Administrative Patent Review Proceedings: Both S. 

1720 and H.R. 3309 include an important provision that would specify, in statute, that 
patent claims in PGR and IPR proceedings are to be construed as they were or would be in 
district court, according to their ordinary and customary meaning as understood by one 
skilled in the art (under a Phillips v. AWH standard). I believe this provision is necessary to 
ensure that patent claims are not unjustifiably invalidated under a misguidedly broad 
administrative standard that is currently being used by the PTO. This statutory fix should 
be part of any final patent reform bill. 

The AIA's IPR and PGR provisions were designed to provide a quicker, cost-effective 
alternative to litigation. More than 500 IPR proceedings have been received by the PTO 
since September 2012. However, the overwhelming majority (up to 80% by some 
accounts) involve patents that are in concurrent district court litigation. This creates a great 
risk of duplicative litigation and inconsistent outcomes. Accordingly, it is important that 
challenged patent claims are interpreted the same way in both litigation fora. Like other 
legal instruments (such as contracts or wills or statutes), the language of patents must 
often be construed to establish their precise scope and applicability in a legal dispute. 
Depending on how patent claims are interpreted, a patent case can be won or lost. 

In administrative IPR and PGR litigation, the PTO now uses the "broadest reasonable claim 
construction." District courts, on the other hand, use the "most" reasonable claim 
construction, i.e., unlike the PTO, courts take into account the examination record of the 
patent, and earlier statements of the patentee and the patent examiner about the scope of 
the claims, as well as evidence about how scientists or engineers in the field would have 
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understood the language of the patent claims and other evidence. As a result, district 
courts often give patent claims a narrower, more particularized meaning than the PTO. 

These dual standards in concurrent litigation work against the patentee in two ways: by 
giving patent claims their broadest reasonable meaning, the PTO makes it harder for 
patentees to defend the validity of their claims in IPR or PGR because, as interpreted, the 
claims are more likely to impermissibly capture preexisting technology (I.e,, the broader 
they are interpreted, the more likely they would be deemed obvious or anticipated). And by 
giving the same patent claims a narrower meaning, district courts make it harder for the 
patentee to show that its patent claims actually cover the infringing product. 

By harmonizing the claim construction standards in PTO litigation with those in district court 
litigation, both parties will gain predictability, and avoid inconsistencies and wasteful 
litigation. Challengers who would no longer be able to take advantage of two different 
standards would be encouraged to choose one or the other forum (instead of litigating in 
both), while patentees would be required to prove infringement in district court under the 
same standard that would apply to the potential invalidation of their patent claim in the 
PTO. This is a common sense reform that Congress should adopt. 

Repeal of 35 U.S.C. 145: As reported by the House Judiciary Committee, H.R. 3309 included 
a provision that would have repealed Section 145 of the Patent Act. This provision was 
struck from the bill by amendment on the House floor - so, as passed, the Innovation Act 
no longer provides for repeal of 35 USC 145. In my opinion, the provision was rightly 
eliminated from the bill and should not be resurrected by the Senate, at least not in the 
same form. 

Currently, final adverse decisions of the PTO in patent examination can be appealed either 
to the U.S. Court of Appeals for the Federal Circuit (under 35 USC 146), or to U.S. district 
court under section 145. This right has existed in U.S. patent law for a long time. Today, 
patent applicants rarely use section 145 appeals. I myself have never used it on behalf of 
my employers, and I am aware of only a few colleagues In my industry who have. I believe 
that there are relatively few situations where such appeals would be necessary, such as, for 
example, in instances where certain testimonial evidence must be elicited in order to 
establish an applicant's entitlement to a patent. Accordingly, Section 145 should not be 
repealed outright: when such appeals are needed they are important because appeals to the 
Federal Circuit are not a viable alternative. 

On the other hand, I understand that such appeals are a significant burden on the PTO's 
small litigation team. Also, it is not clear that all section 145 appeals are brought truly 
because the patent applicant has no other alternative and needs to pursue an appeal in 
district court to establish his entitlement to a patent. Given the disproportionate burden on 
the PTO to try such cases compared to the perhaps rare instances when such appeals are 
really necessary, I wonder if middle ground could be found whereby such appeals would 
continue to be available to those applicants who truly need them, while some constraints 
might be introduced for applicants who merely use them as one of several options. 
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Miscellaneous provisions : H.R. 3309 and S. 1720 would codify the judicially-created 
doctrine of "double patenting" for patents that are prosecuted under the AIA's new first- 
inventor-to-file standard for patentability. I believe this provision to be both beneficial and 
uncontroversial, and would support its inclusion in any final bill. 

On the other hand, H.R. 3309 contains a provision that would change the way patent term 
adjustment for prosecution delays in the USPTO would be calculated. This particular issue is 
currently under judicial review, such that legislation on the matter would seem premature. 

Finally, I would like to express my disappointment that after nearly eight years of sustained 
Congressional interest in improving the nation's patent system, resulting in landmark 
legislation in 2011 and now progressing towards another major bill, the PTO still has neither 
full funding nor access to all user fees it collects. I would urge Congress to fix this problem 
once and for all. 


Conclusion 

I want to thank the Committee for the opportunity to testify today and explain a view of 
patent litigation reform from the perspective of a small, innovative, investment-intensive 
company like Alnylam. I urge the Members of this Committee and the full Senate to tread 
more carefully than your counterparts in the House of Representatives, to ensure that 
adopted reforms are truly targeted at abusive practices and do not have negative, 
unintended consequences for the vast majority of legitimate patent owners or licensees who 
simply are seeking to protect and enforce their patents in good faith. The long-term benefit 
to society of a strong and predictable patent system may hang in the balance. 
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Mr. Chairman, RanWng Member Grassley, Senator Cornyn, and other members of the Committee, thank 
you for the opportunity to share information about abuses plaguing the U.S. patent system and the 
significant harm they are causing to U.S. companies and the U.S. economy. 

I currently serve as AMD’s Senior Vice President, General Counseiand Secretary, lam a registered 
patent attorney and have spent the last 25 years working for technology companies on IP protection, 
licensing and enforcement. AMD has been both a plaintiff and defendant In patent litigation matters, 
and I bring that perspective to bear in my testimony today. 

Innovation, and Conseauentiv Patent Protection, is Crucial to AMD 

Founded in 1969 in Sunnyvale, California, Advanced Micro Devices, Inc. (NYSE: AMD) is a semiconductor 
company headquartered in Silicon Valley that employs more than 10,000 engineers, professionals, and 
staff throughout the U.S. and around the world. We design and integrate technology that powers 
millions of intelligent devices, including personal computers, tablets, game consoles and cloud servers. 
Our business portfolio ranges from providing microprocessors for the U.S. Government's most powerful 
supercomputers and for notebook and desktop computers produced by companies such as HP, Dell, and 
Lenovo, to designing the chips that power the recently launched Microsoft XBox One, Sony PlayStation 
4, and Nintendo Wii U game consoles. 

Asa company that depends on innovation to drive our business, AMD invests approximately 20 percent 
of our annual revenues on research and development activities. Over the years, we have built a patent 
portfolio of approximately 4,600 active U.S. patents, and since our inception we have easily had more 
than twice that number issued to AMO. This portfolio represents an investment of many billions of 
dollars in products and innovation, as well as approximately one billion dollars just to procure the 
patents themselves. The result is that AMD's business, our abiiltyto create and retain jobs, and our 
ability to innovate and deliver new technologies to our customers, depends on our ability to vigorously 
protect and defend our intellectual property. We are a staunch supporter of strong patent rights. 
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Abusive Litigation Tactics are a Drain on AMD's Resources and Our Economy as a Whole 

Let me begin by stating that it is my strong belief that the current patent litigation system is broken 
and can be improved only through legislative action. Years of worsening abuse demonstrate that the 
courts do not have the tools needed to address these problems and confirm that, without reform, the 
current abuses in patent litigation will continue to spread, further harming American businesses, 
consumers, and the economy as a whole. 

In the United States, abusive patent litigation practices are systemic and there is a growing body of 
research that indicates the problem is increasing and causing considerable economic damage. A 
recent report based on data from RPX found that the number of unique defendants targeted by patent 
assertion entities ("PAEs") tripled from 2006 to 2012, and that PAEs initiated 62% of all patent lawsuits 
in 2012. (Chien, 2013) Another well-known study estimates that PAE suits cost U.S. companies as much 
as $80 billion in 2011, including $29 billion in direct costs. (Bessen & Meurer, 2012) That same study 
reported that patent litigation costs as much as $5 million per case, and that the total costs imposed 
account for more than 25% of the total amount that U.S. businesses spend on research and 
development each year. 

For companies like AMD, patent litigation abuses are siphoning critical funds that we need to keep our 
companies healthy, create jobs, and drive innovation. In our industry, one million dollars can pay a 
years' wages for 8-10 engineers. But, each year, AMD is forced to spend tens of millions of dollars to 
defend against and/or settle patent infringement allegations that are often completely unfounded 
and purely frivolous. This diverts funds from critical areas of our business and has a direct impact on 
our employees and operations. For example, in 2012, AMD made the very difficult decision to have a 
reduction-in-force that affected a large number of our employees. We could have saved a number of 
Jobs, but for the significant and wasteful expense of abusive patent litigation. Company operations 
are also affected by the cost of patent litigation because fewer dollars are available to invest in product 
research and development and other critical areas. Each time we are forced to settle a frivolous claim 
because it Is the least expensive solution, we are literally reducing the number of jobs we can create 
or retain and the amount we can invest in our business and the communities in which we operate. 

In my role as General Counsel of AMD, 1 see first-hand the patent litigation abuses faced by AMD and 
other companies. I can provide the Committee with a few examples to demonstrate the cost, harm, and 
disruption these problems cause companies in our industry. 

My first example demonstrates the surprisingly high-cost of defending against even frivolous patent 
cases. Optimum Processing Solutions asserted a single patent against AMD "computer processor chips" 
as well as the products of several other defendants. Although the allegations were clearly 
unsupported, AMD Incurred over a million dollars in attorney fees and expenses before opting to 
settle the case solely because it would have cost more to prove that the plaintiffs allegations were 
specious. As it turns out, the majority of the other defendants to that lawsuit also settled, leaving one 
defendant who did not negotiate a settlement. Ultimately the court vindicated AMD's initial assessment 
of the case by invalidating the asserted claims of the plaintiffs patent in a summary judgment order. 
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while the final outcome was favorable, the current patent litigation system clearly failed the defendants 
and the court. 

Other recent examples show that some plaintiffs drive-up a defendant's discovery costs to essentially 
extort a settlement. In one case, the plaintiff asserted patents against basic circuits that clearly had 
been disclosed in patents from the early 1980's, many years prior to the inventions claimed by the 
asserted patents. However, despite overwhelming evidence of invalidity and non-infringement, the 
plaintiff continued to press its claim and demanded extensive discovery including highly confidential and 
detailed technical information regarding all aspects of thousands of AMD products, not just the portions 
of the products that were accused of infringement. After two years of litigation, disruption for 
numerous AMD employees, and roughly one million dollars in expenses, with no end in sight, AMD 
chose to pay a settlement, rather than continue to pay its lawyers to defend against these frivolous 
allegations solely for economic purposes. In another case, AMD provided extensive discovery on a set of 
accused products, only to have the plaintiff abandon its original allegations in favor of a new theory on 
an entirely different set of products several years into the case. As these two cases demonstrate, it is 
common to use discovery as a weapon, rather than as a way of discovering the facts to prove one's case. 
By requiring a plaintiff to identify its infringement allegations and pay for discovery beyond core 
documentary evidence relevant to those allegations, the legislation proposed to the Committee would 
curb these abuses. 

The litigation rules that permit these abuses also lead to egregious conduct outside the courtroom. 

After investigating a demand letter (often through the use of expensive outside legal counsel and other 
technical experts), AMD often determines that there is no infringement and explains this to the 
patentee. But many of these patentees persist in their claims in pursuit of a settlement in spite of clear 
evidence refuting their claims. In fact, one patentee responded to AMD's evidence by completely 
ignoring the substantive merits of their patents, instead arguing that AMD should pay for a license 
because the costs of litigation could exceed the license amount requested. This type of "pay us with no 
risk, or pay for litigation and roll the dice" technique used by abusive litigants is, unfortunately, typical. 
To make matters worse, an Increasing number of the worst offenders have learned to demand a non- 
disclosure agreement at the beginning of patent licensing discussions, which contractually precludes a 
recipient of these abusive tactics from later exposing egregious behavior to the public (or to Congress). 

We hope these examples provide you with a sense of the egregious nature of patent litigation abuses 
that companies like AMD regularly face and the considerable negative impact they have on the health of 
American businesses, as well as job creation and the U.S. economy. 

Immediate and Impactful Reform is Necessary 

We are greatly encouraged by the interest from this Committee and the House to curb abuses in the 
patent system. There is no one solution to these problems— they are intertwined with several 
fundamental aspects of the U.S. patent system, making the situation too complex for a single solution. 
Because different entities are using different means to exploit the system to the detriment of a wide 
variety of business, multiple reforms are necessary to provide effective relief. 
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For example, certain provisions of the Patent Transparency and Improvements Act, introduced by 
Senators Leahy and Lee, can help address the problem, particularly for small businesses. The 
transparency provisions in Section 3 help to shed light on the patent marketplace and thereby 
discourage bad behavior. Section 5, regarding bad faith demand letters, will help curb the abusive 
practice of mass-mailing frivolous demand letters in the hopes of securing a settlement from victims. 

These provisions alone, however, are insufficient to curb the abuse plaguing our patent system. To 
that end, we respectfully urge the Committee to include the provisions co-sponsored by Senators 
Cornyn and Grassiey, such as heightened-pleading, discovery reforms, and fee shifting, in any bill. 
These measures, more than any others in our view, are essential to any meaningful and impactful 
reform. We note that versions of them are key parts of the Innovation Act (HR 3309), introduced by 
Chairman Goodlatte. Their importance is underscored by the fact that the House overwhelmingly 
passed the Innovation Act earlier this month, in a dramatic and encouraging showing of bipartisan 
support. That support was further emphasized in a statement issued by the White House. Let me 
explain their importance. 

Heightened Pleading Requirements 

Under current law, a plaintiff can file a patent infringement lawsuit by merely identifying the patent-in- 
suit and providing a general allegation that the defendant's products infringe. As a result, it can be 
months or even years before a defendant knows what is actually at issue. A plaintiff needn't identify 
what claims are being infringed, or what product infringes or how the product infringes. The result is an 
unnecessary waste of the parties' and the court's limited resources. 

Heightened pleading requirements would add clarity to a patent infringement lawsuit from its inception. 
As proposed in the Innovation Act and as proposed by Senators Cornyn and Grassiey, a plaintiff would 
be required to allege patent infringement with specificity, identifying not only the specific products at 
issue, but also the plaintiff's reason for believing that these products infringe. 

There are numerous benefits to this proposal. First and foremost, it would require all plaintiffs to do 
their homework before subjecting a defendant to millions of dollars in attorney fees and expenses. This 
helps deter frivolous lawsuits and eliminates much of the wasted resources and expenses that are 
consumed at the beginning of a patent infringement lawsuit to determine what technology is at issue. 

Equally importantly, this proposal presents no downside to a legitimate plaintiff. We don't take lightly 
any legislation that would place an additional burden on a plaintiff— AMD actively enforces its patent 
rights against infringers, and we occasionally have needed to resort to filing patent infringement 
lawsuits. However, a party seeking to enforce its patent rights, rather than seeking to extort a 
settlement, will investigate to determine which products are infringing and the basis upon which it finds 
infringement. In short, a legitimate plaintiff will have already done the homework required by the 
provisions of the Innovation Act and proposed by Senators Cornyn and Grassiey. Although additional 
time will be required to prepare for litigation and draft the complaint, those additional hours represent 
a fraction of a legitimate plaintiff's effort and a sound investment in the efficiency of our patent system. 
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Discovery Reforms 

in a patent infringement case, discovery can be financially debilitating. It underlies much of the abuse 
we see and the "troll" business model. Parties abuse discovery to increase an opponent's cost to 
litigate. The resulting inefficiencies are well known, and widely felt: Parties are forced to produce 
millions of pages of documents, where only a few hundred documents are ultimately determined to be 
relevant, and only a handful are used at trial. AMD has firsthand experience with such practices, 
including a case that forced AMD to initially collect over 100 million pages of information, at a cost of 
nearly $2 million, plus much more in attorney's fees and expenses. In the end, less than one percent of 
these documents were tendered to the Court. Discovery reforms like those in Senator Cornyn's bill and 
the innovation Act are, thus, a crucial piece of meaningful legislation. 

We encourage the Committee to move legislation that delays unnecessary discovery until the parties 
know what they are litigating, something that ought to be a matter of common sense. In patent 
litigation, a court determines whether a patent is infringed by looking to the language of the patent's 
claims, which define the scope of the patentee's right to exclude. Often, the meaning of the terms used 
in a claim is unclear, and the court is tasked with defining (or "construing") those claim terms. The 
majority of cases are resolved (by the court or the parties) after disputed claim terms are construed 
because, frankly, the court’s construction of claim terms will often make it clear that a product either 
infringes or does not, or that a piece of prior art either invalidates the patent or does not. Even when a 
claim construction order does not fully resolve a case, it will narrow the issues disputed between the 
parties. Thus, discovery before the claim construction order is typically a significant and overbroad 
exercise that results in wasted expense. By staying most discovery prior to a claim construction order, 
the parties can efficiently focus their resources on the disputed issues in the case, if any remain. 

In addition, discovery cost shifting reforms will help reduce the abusive discovery practices. The cost- 
shifting proposais present in the Innovation Act and Senator Cornyn's bill require the producing party to 
pay to produce the most relevant documents and allow the other side the ability to request additional 
documents of questionable relevance at their own expense. This approach helps reduce the potential 
for abuse, while ensuring that all parties have access to relevant information. 

Attorney-Fee Shifting 

Unlike many American businesses, some patent holders have little to no litigation risk and, therefore, 
have an incentive to litigate meritless claims in the hopes of getting a lottery-like return. A defendant, 
on the other hand, is almost always assured of high litigation costs and the risk of crippling liability. This 
risk-reward imbalance results in uneven bargaining power, which is often used to unfairly extract 
licenses or settlements that substantially exceed the value of the asserted patents. In fact, several 
notorious PAE's are known for pursuing frivolous claims against a large number of defendants with the 
expectation of receiving a settlement from each. (This is a profitable venture because such settlements 
are typically six-figures or low seven-figures.) Each settlement funds additional lawsuits filed against 
additional parties, creating a domino effect. 
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Entities who exploit the system know that a defendant is far more likely to pay to settle a lawsuit rather 
than pay the same or more in attorney fees and expenses to prove that the allegations are frivolous. 

This imbalance can be corrected by enacting legislation that encourages district courts to award legal 
fees and expense to the prevailing party in abusive patent Infringement lawsuits. The Innovation Act 
and Senator Cornyn's legislation correctly provide that fees are only awarded when the losing party did 
not have a Justified position, protecting parties who legitimately believed they had a good case, but 
ultimately lost. In our view, this is one of the most effective reforms the Committee can pursue. 

Conclusion 

We urge the Committee to act quickly and decisively. This issue has been deferred time and time 
again, to the detriment of U.S. companies of all sizes and the U.S. economy as a whole. 

Again, thank you for the opportunity to share information about the negative impact patent litigation 
abuses have on AMD and other U.S. companies, our employees, and the U.S. economy. We welcome 
any questions you may have. 
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I. Introduction 


Chairman Leahy, Ranking Member Grassley, and distinguished members of the Judiciary 
Committee, on behalf of the American Intellectual Property Law Association (AIPLA), I would 
like to thank you for the opportunity to present our views on patent litigation abuse and its effect 
on small businesses and innovation, 

My name is Q. Todd Dickinson and I am the Executive Director of AIPLA. Prior to becoming 
Executive Director, I was Under Secretary of Commerce for Intellectual Property and Director of 
the United States Patent and Trademark Office, and Vice President and Chief Intellectual 
Property Counsel for the General Electric Company. 

Founded in 1 897 as the American Patent Law Association, AIPLA is a national bar association 
with approximately 15,000 members who are lawyers in both private and corporate practice, 
judges, patent agents, academics, law students and patent and trademark office professionals. 
Our members practice in a wide and diverse spectrum of intellectual property fields, including 
patent, trademark, copyright, and unfair competition law, as well as other areas of law affecting 
intellectual property. They represent both owners and users of intellectual property, as well as 
those who litigate and prosecute before patent and trademark offices, giving AIPLA a unique and 
varied perspective on patent procurement, licensing and litigation practices. 

This hearing provides an occasion for this Committee and the stakeholder community to look at 
recent complaints leveled at the practices of certain patent owners, licensees and representatives, 
give careful consideration to the alleged harm, and propose appropriate remedies, with an eye 
toward deterring undesirable practices while avoiding unintended consequences to our critically 
important patent system. Generally speaking, the reported practices involve the attempted 
enforcement of potentially invalid or overbroad patents, often aggregated and asserted against 
multiple alleged infringers for the purpose of threatening litigation and obtaining below-cost-of- 
litigation settlements. Not surprisingly, the cost of such threatened litigation is often an effective 
lever for extracting large settlements in lieu of litigation. 
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The reports of such practices have received widespread publicity and understandably provoke a 
“where there’s smoke, there must be fire” reaction. Such a reaction is appropriate in the sense 
that these reports may very well indicate aspects of the intellectual property system that require 
thoughtful investigation, and as an organization representing lawyers for both plaintiffs and 
defendants, AlPLA is extremely sensitive to any abuses of the patent system. At the same time, 
we also are committed to making sure that any proposed changes to the system are balanced and 
do not risk unintended consequences. Furthermore, the seriousness of the alleged abuses of the 
system, and the concurrent need for reforms of various types, cannot be fully understood without 
a careful examination of the magnitude and scale of the concerns, an understanding of the 
various types of behavior giving rise to those concerns and the need to understand them in the 
context of the overall patent system. Oftentimes, the solution to a perceived problem is not a 
“one-size-fits-all” solution, and care needs to be taken in attempting to find a “quick fix.” 

a. Past Is Prologue 


We wish to make clear that we neither intend to minimize the current concerns about litigation 
abuse, nor intend to suggest that Congress should refrain from acting where necessary to address 
current concerns. However, in pursuing the solution to the cunent problem of patent litigation 
abuse, we also believe that it is useful to initially consider the history leading up to the 
culmination of the last and recent legislative reforms in this area: the Leahy-Smith American 
Invents Act (AIA). 

Improvements in the intellectual property system were very much the object of patent reform 
efforts that AIPLA joined 10 years ago after multi-year studies of the patent system by the 
National Academy of Sciences (NAS) and the Federal Trade Commission (FTC).' Those efforts 
included concrete refonn proposals from AIPLA as early as 2004, followed by a series of town 
hall meetings that year which we co-sponsored with the FTC and NAS to air reform issues to 
stakeholders of the patent system, both in and out of government. 


‘ See Committee on Intellectual Prop. Rights, National Research Council, A Patent System for the 21st Century 
(2004); and Federal Trade Comm’n, To Promote Innovation: The Proper Balance of Competition and Patent Law 
and Policy! (2003). 


3 



189 


Reflecting on those early days, it is instructive to note that several concerns expressed at the 
beginnings of the AIA patent reform process are similar to those that have been expressed in 
current discussions. For example, much of the early AIA debate was driven by proposals to 
address concerns about the assertion of poor quality patents against companies and the need for 
better tools and litigation reforms to more efficiently and cost effectively resolve such disputes. 
As an example, as far back as June 2005, this Committee held a hearing entitled “Patent Law 
Reform: Injunctions and Damages.”^ Witnesses testified then about the relatively recent 
phenomenon of patent owners filing infringement complaints against large companies (in 
particular financial services and media companies) who were thought not to be “patent savvy.” 
They complained of demands for large settlements and that the law at the time exposed them to 
easily obtained permanent injunctions and to expansive damages awards from juries in certain 
jurisdictions recently new to large-scale patent litigation. Other issues being discussed at that 
time included the ease of pleading willfulness, the difficulty of transferring venue from places 
such as the allegedly “patent friendly” confines of the Eastern District of T exas, the difficulty of 
proving invalidity on the basis of obviousness, and the proliferation of inequitable conduct 
claims, leading to excessive discovery costs. 

Not unlike the recent passage of the “Innovation Acf’ (H.R. 3309), the House of Representatives 
on September 7, 2007, passed a patent reform bill (H.R. 1908) which at the time was called “a 
work in progress.” In 2008, this Committee took up its own patent reform bill (S. 1145), then 
took the time to ask stakeholders tough questions, and worked out the difficult details of the 
legislative language. In the meantime, however, something interesting occurred: the courts, 
including the Supreme Court, began to address a number of litigation issues that were the very 
subject of a number of the most hotly-debated provisions of proposed legislation, in fact, 
addressing them in such a deliberate and almost “surgical” way that eventually each issue to drop 
out of the final Senate bill. In essence, the Courts were working on patent reform right alongside 


^ The Senate Committee on the Judiciary Subcommittee on Intellectual Property hearing on Patent Law Reform: 
Injunctions and Damages, June 14, 2005. 
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the Congress.^ In the process, the Senate heard &om many different and distinct stakeholder 
groups and coalitions, the legislative language was continuously refined after no small amount of 
time and resources were expended to ensure that unintended consequences were considered and 
collateral damage scenarios were also addressed. 

Following that instructive example, now as then, we believe that great care is needed to resist a 
legislative quick fix to reported problems, to get input from the wide variety of affected 
stakeholders, and take the time to get it right. More simply put, as my friend and fellow former 
Director of the USPTO Dave Kappos put it in his recent testimony before the House Judiciary 
Committee on the same topic: we should follow the axiom taken from Hippocrates: “first do no 
harm.” 


b. Let the AIA Reforms Have an Opportunity to Prove they Work 


A recurring theme that can be traced through the patent reforms of the AIA to the current debate 
over patent litigation abuse is the issue of patent quality. A key component of the reported 
abuses is the assertion of allegedly invalid or overbroad patents, the very abuse for which AIA 
post-grant procedures were created, in order to improve paten quality. These matters of patent 
quality are being addressed by the changes made to the law by the Judiciary and by Congress in 
the AIA, which are only now beginning to be felt.'' It may well be premature to conclude that 
they are not doing the job. 


Take one major example, as a former Director of the USPTO in particular, I would support, as 
former Director Kappos did, giving the post-grant processes in the USPTO a chance to work. 
They have only been in place for less than two years, and in the case of PGR, less than one.* 


’ See, e.g., Lucent Technologies, Inc. v. Gateway, Inc., 580 F.3d 1301 (Fed. Cir. 2009); eBay Inc. v. MercExchange, 
LLC., 547 U.S. 388 (2006); In re TS Tech USA Corp., 551 F.3d 1315 (2008). 

'' Regarding patent quality, no issue is of greater importance than sustainable funding of the USPTO. We will 
discuss this in more detail below. 

^ With respect to Inter Partes Review (IPR) petitions, trials have been instituted in over 80% of cases, since the 
proceedings became available on September 16, 2012. For Post Grant Review (PGR), these proceedings are 
available for patents that issue under a file-inventor-to-file (FITF) system and no trials have yet been instituted since 
the FITF system has only been in effect since March 2013. See Trial Proceeding Statistics available at 
http:, Vwww.uspto.gov/ip/boards/bpai/stats/aia_trial_proceedings.pdf. 
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Early data suggests that they are performing in many ways as Congress intended, at least at the 
macro level, to provide an efficient, less expensive means to address potentially low quality 
patents. We believe that the prudent course is to give these reforms the chance to demonstrate 
their efficacy to deal with the concerns for which they were created before we consider making 
significant additional changes which may have tlieir own unintended consequences. In support 
of this proposition to wait and see how they are working, we would simply point out that the 
AIA itself requires that USPTO study the reforms implemented by the AIA and report back to 
Congress by September 16, 2015. Those reports would serve as an important and more 
empirically-driven body of data which would allow for greater clarity and direction in making 
any necessary changes. 

c. The Current Environment 


Nonetheless, we do understand that there is something different about certain abusive behaviors 
cunently plaguing the business community. Specifically since the passage of the AIA, there has 
emerged a practice by some patent rights holders of sending widespread distributions of demand 
letters - often to small and patent unsophisticated end users such as “mom and pop” businesses, 
coffee shops, retail stores, or restaurants, who have often acquired and used equipment or 
services often ancillary to their primary business. These letters, often threatening, allege 
infringement of a patent or patents, sometime without citing to them specifically, rarely 
suggesting how the end-user is infringing specifically other than perhaps by using a particular 
broadly identified technology, such as “scanner,” and demanding relatively small amounts to 
settle an alleged dispute or provide a license. Demand letters are nothing new and have been 
sent and received by both large and small companies for years. However, the law has evolved 
such that it has become more difficult for patent holders to assert allegations of direct 
infringement against service providers or product suppliers, with the result that more and more 
patent holders have reached out to downstream customers to assert their patents. 

We would also note that this is an area where there is little empirical data on which to gauge the 
magnitude of the problem. Some have suggested that there are only a handful of entities 
engaging in abusive behavior, but the large cumulative number of demand letters creates the 
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impression of a more pervasive problem. Additionally, as the Vermont Attorney General has 
noted in his complaint against one of the most notorious of these abusers, in spite of the 
significant number of demand letters which were purportedly sent out, as of July 8, 2013, the 
date of the complaint, that company had not filed a single infringement lawsuit^ 

In point of fact, therefore, many of these practices — sending a multiplicity of demand letters 
containing vague allegations and minimal information, with persistent but relatively modest 
settlement terms, and apparently with little preparation for actually bringing a lawsuit — ^may 
have less to do with abusing the rules and procedures in patent litigation per se than they have to 
do with consumer fraud and deceptive trade practices arising from the demand tetter. In some 
respects, this problem is similar to the problem we saw in the late 1990s involving invention 
promotion firms preying on irmocent inventors, who had little knowledge of the patent system 
and paid exorbitant fees to such firms in exchange for very little in return. In both cases, the 
targets of the abuse have been exploited with misleading information about patents and the 
patent system. 

Law enforcement has developed measures to deal with such wrongdoers. With respect to 
invention promotion firms, the FTC responded to a massive fraud committed by many such firms 
by launching in 1997 “Project Mousetrap” to identify, prosecute and fine firms engaged in 
fraudulent or deceptive practices,’ As will be discussed further below, the FTC has already 
undertaken a thorough study of all of these practices, and is in a traditional and well-understood 
position to take action against consumer fraud and deceptive trade practices. In addition, state 
attorneys general have similar long-term experience and authority to deal with abusive behavior. 
As already stated, recently several attorneys general have pursued state law actions against 
certain patent owners for abusive litigation behavior.* Given the nature of this more recent 

See the complaint of the Attorney General of Vermont in State ofVerraont v. MPHJ Technology Investments, 

LLC, at http://www,atg.state.vt.us/assets/files/Vermont%20v%20MPHJ%20Technologies%20Coinplaint.pdf 
’ See http://www.ftc. gov/news-events/press-release&/1997/07/ftcstate-project-mousetrap-snares-invention- 
promotion-industry 

* See the complaint of the Attorney General of Vermont in State ofVermont v, MPHJ Technology Investments, 

LLC, at http://www.atg.state.vt.us/assets/files/Vermont%20v%20MPHJ%20Technologies%20Complaint.pdf; see 
cease and desist letter from Nebraska Attorney General, at 

http://www.ago. ne.gov/resources/dyn/files/1069534z3005a836/_fh/07I813LFamey+Daniels+LLP+- 
+Cease+%26-(-Desist+Letter+and+CiviHInvestigative+Demand.pdf; see consent order reached by Minnesota 
Attorney General at http://www.ag.state.mn.us/Consumer/PressRelease/i30820StopPatentTrollmg.asp. 
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problem, which in many ways has triggered the broader political reaction among organized 
constituencies such as retailers, restaurants and real estate agents that has led us here today, we 
would suggest that it would be prudent to consider allowing those enforcement bodies with the 
appropriate experience and authority to pursue the matter. 

However, state law remedies also require careful examination, first to guard against encumbering 
legitimate patent enforcement, and second to guard against limiting the litigation privilege and 
free speech right to send demand letters in the first instance. 

d. AIA Reforms Were Directed to Many Complaints About Litigation 


Any further proposed legislative remedy should not overlook the extensive revisions which the 
AIA only recently accomplished. The AIA includes a variety of reforms directed to improving 
the quality of pending patent applications and the enforceability of issued patents. With respect 
to patent quality, the legislation institutes a first-inventor-to-file system that will provide a more 
objective basis for establishing the priority of rights. It also provides tools to allow third parties 
to participate in patent examination^ or challenge the validity of an issued patent.'*’ These tools 
are expected to decrease abusive patent litigation practices by reducing the issuance of low 
quality patents and by providing a lower-cost administrative procedure for challenging issued 
patents. With respect to patent enforcement, the AIA reforms to prior user rights," case 
removal,'^ false marking,'^ and joinder practice,'*' are all areas in which the interests of plaintiffs 
and defendants were in need of rebalancing. The exact balance struck by these various reform 
provisions is just beginning to unfold. 


’AIA, Pub. L. No. 112-29, §8. 

‘“AIA, Pub. L.No. 112-29, §6. 

"AIA, Pub. L.No. 112-29, §5. 

"AIA, Pub. L.No. 112-29, § 19(c). 
AIA, Pub. L. No. 1 12-29, § 16(b). 
AIA, Pub. L. No. 112-29, § 19(d)(1). 


8 



194 


e. Evidence of the Problem 

One particular challenge in crafting any legislative remedy to a problem is understanding the 
metes and bounds of the problem at hand. Such is the case in this current discussion. The nature 
and the scale of abusive patent litigation continue to be strongly debated, with partisans rising 
from academia, the media. Congress, and the White House. In general, at least the theme of 
early studies was to focus on the nature of the actor rather than the act. In this case, identifying 
or labeling them as “trolls,” “non-practicing entities,” or “patent assertion entities” who are 
gaming or manipulating the intellectual property system for their private advantage and to the 
detriment of the economy and society. These studies often provided the analytical 
underpinnings framing the debate, and found their way into many other reports and news articles. 

What is still under serious debate is how well the available data supports the conclusions of these 
studies, which are often based on confidential information and surveys. A recent study 
responding to the debate put it this way: 

“While the rhetoric in these studies is often sharp and clear, the same cannot also be said 
for the disclosures of the underlying data. The studies merely provide summary data to 
the public and often do not differentiate among the various types of NPEs. Instead, the 
studies broadly classify companies as either NPEs or not NPEs (sometimes, trolls or non- 
trolls). Importantly, nearly all of the data upon which these studies are premised are 
confidential and thus are not available for peer review or for use in other studies.” 

Another reaction to the PAE debate in this area has come from the Government Accountability 
Office (GAO), which was tasked by Section 34 of the AIA to study the consequences of patent 
litigation by PAEs. Concerning the size of the problem, the August 22, 2013, the GAO report 
confirmed a 33% increase in patent litigation from 2010 to 201 1, but said that most stakeholders 
attributed that increase to anticipated changes in the joinder rules in 2011 under the AIA. A 

Christopher Anthony Cotropia, Jay P. Kesan & David L. Schwartz, Patent Assertion Entities (PAEs) Under the 
Microscope: An Empirical Investigation of Patent Holders as Litigants, 
http://papers.ssm. com/sol3/papers.cfm?abstract_id=2346381, page 5. 

Intellectual Property; Assessing Factors That Affect Patent Infringeraent Litigation Could Help Improve Patent 
Quality, GAO-13-465, Aug 22, 2013, available at http;//www.gao.gov/products/GAO-l3-465 (visited Nov. 21, 
2013). 
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further finding of the report, based on a representative sample of 500 patent infringement 
lawsuits from 2007 to 201 1, shows that manufacturing companies brought most of the lawsuits, 
and that NPEs brought about 20% of all of the lawsuits. The report also identified other causes 
for increased patent litigation, such as (1) the prevalence of patents with unclear property rights, 
(2) the attraction of large monetary awards, and (3) corporate recognition that patents are a more 
valuable asset than previously thought. 

Further investigation continues with the Federal Trade Commission’s announcement of its 
Section 6(b) Study, 15 U.S.C. §46(b), of patent assertion entities, evidencing the dearth of data 
on this subject.” The Federal Register notice observed that the joint FTC and Justice 
Department Workshop, conducted last April on this subject, lacked sufficient empirical data on 
PAEs.’® However, as we commented to the FTC at the time, the studies in this area become 
imprecise when they rely on labels for the actors to define the problem rather than focusing on 
the misconduct at issue. 

The Federal Register notice describing the FTC study on patent assertion entities defines such 
entities as “firms whose business primarily involves purchasing patents and attempting to 
generate revenue by asserting them against persons already practicing the technology.”” Not 
unlike other studies, the FTC uses a label that is exce.ssively broad because it refers to 
completely legitimate activities that are available to all patent owners and that are essential to the 
property value of patent rights,*® There is nothing new about non-practicing entities and many 
patents and innovations develop with companies and individuals tlrat do not have the resources to 
practice the technology of their inventions. 

Any investigation into this area must be directed at those patent owners that appear to be abusing 
the system, no matter what label is attached to them. The heart of the matter is the misconduct 


"See 78 Fed. Reg. 61352. 

'* “Patent Assertion Entity Activities Workshop” (“Workshop”) jointly conducted on December 10, 2012, by the 
FTC and the Department of Justice (“DOJ”). 

" 78 Fed. Reg, 61352 

In a post on the George Mason Law School web site for the Center for the Protection of Intellectual Property, 
Professor Adam Mossoff comments on a ifequently cited study on ''troll" litigation. Under the definition used in 
that study, no less a patent holder than IBM must be considered a troll. See http://cpip.gmu.edu/20 13/1 1/1 3/the- 
nadir-of~patent-tro!]-rhetoric. 
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itself. To the extent that studies are directed at patent owners engaged in perfectly lawful 
conduct, i.e., acquiring and enforcing intellectual property rights, those studies are flawed. 

Finally, with regard to the benefit of additional data, we would also note that S. 1720 also 
provides for a study on secondary market oversight for patent transactions (Sec. 11. Reports). 
AIPLA generally supports this type of study (unless they may divert resources more 
appropriately used elsewhere especially in times of resource constraint), and supports this 
specific study and notes that it would likely yield additional valuable data that may more 
accurately guide the Congress in crafting such legislation. 

f. Judiciary Appropriately Reacts to Abuses in Enforcement Proceedings 


As was the case when Congress was developing the patent reforms that became the AlA, the 
judiciary has continued to address many issues plaguing the system in the course of its 
interpretation and application of the patent laws. In addition, many district courts themselves 
have recognized the need for innovations to streamline proceedings, as such developing local 
patent rules and e-discovery rules for cases, or focusing on potentially dispositive issues early 
in a case. For example, it is worth noting that all courts in the patent pilot program are required 
to develop patent rules. In addition, the Judicial Conference frequently reviews the Rules of 
Civil Procedure and amends them to conform to the realities of the day. 

One particular issue being addressed that has direct relevance to patent litigation abuse is the 
lack of detail in complaints alleging patent infringement. The sufficiency of pleadings generally 
was addressed by the Supreme Court rulings in Twombly and Iqbal,^^ which arguably set the bar 
higher for patent complaints than Form 18 of the Federal Rules of Civil Procedure. The Federal 
Circuit in K-Tech Telecommunications v. Time Warner Cable confronted the conflict of pleading 


Local Rules for Eastern District of Texas, Appendix P Model Order Regarding E-Discovery In Patent Cases, 
available at http://www.txed.uscourts.gov/pagel .shtml?Iocation=ru!es;Iocaf 
^ Ashcroft V. Iqbal 556 U.S. 662 (2009); Bell Atlantic Corp, v. Twombly, 550 U.S. 544 (2007). 
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standards and said that, notwitlistanding the Twombly and Iqbal rulings, the Forms control 
because the rules of procedure may not be changed by judicial interpretation.^^ 

With regard to proposals to direct specific procedural rules by legislation, we would note that last 
August, the Judicial Conference Advisory Committee on Civil Rules proposed a series of 
changes to the rules of civil procedure, and included a proposal to abrogate Rule 84 entirely, with 
all of its forms, making specific reference to Form 18 and the Twombly and Iqbal requirements.^*' 
Hopefully, this process will obviate the need for similar statutorily-mandated rules. 

Also high on the list of many refomiers is a change to 35 U.S.C. § 285 to make it easier for trial 
courts to award attorneys’ fees to prevailing parties. The current statute permits an award to a 
prevailing party in “exceptional cases,” which the Federal Circuit has interpreted in a way that 
makes fees very difficult to recover. The Judiciary is currently addressing this issue as well. 
Pending in the Supreme Court right now' is a case that could change the standard used by district 
courts in awarding fees,^^ and another case that could change the standard used by the Federal 
Circuit in reviewing such awards.^* AIPLA has filed amicus briefs in both cases arguing that 
district courts require more discretion to award attorneys’ fees where warranted.^’ 

Probably the most tumultuous issue in patent law right now is the question of patent eligibility 
under 35 U.S.C. § 101. While that statutory language is fairly straightforward, identifying the 
various categories of inventions that are patentable subject matter, the Supreme Court years ago 
staked out exceptions to statutory subject matter where the patents recite a law of nature, a 
natural phenomenon, or an abstract idea. The Court has taken a number of cases recently 
involving method claims and found them ineligible as claiming an abstract idea, but in Alice 
Corp. Pty, Ltd. v. CLS Bank International, the Court is currently considering whether a system 
claim, i.e., one that combines a method and an apparatus, can be ineligible as an abstract idea.^* 
This case has the potential to resolve numerous questions created by past decisions which could 

714 F. 3d 1277, 1283 (Fed. Cir. 2013). 

See http://www.uscourts.gov/uscourts/rule 5 /preliminary-draft-proposed-amendments.pdf. 

Octane Fitness, LLC v. Icon Health and Fitness, Inc., U.S., No. 12-1 184. 

Highmark Inc. v. Allcare Health Management Sys., U.S., No. 12-1163. 

Also pending before the Federal Circuit hKilopass Technology, Inc., v. Sidense Corp., Fed. Cir., No. 2013-1193. 

Alice Corp. Pty, Ltd. r'. CLS Bank International, U.S., No. 13-298. 
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impact the entire software industry. To the extent that confusion over the law of software patents 
has provided an opportunity for questionable infringement claims, the Court’s decision to review 
Alice to clear up such confusion is another example of action by the Judiciary to address the 
validity of some patents that may be the subject of perceived patent litigation abuses. 

The complexity of patent law and its scientific and technical subject matter is compounded by 
the complexity of the litigation procedures for enforcement that gives the patent rights its 
value. All of this complexity may well provide extraordinary opportunity for misconduct, but 
the challenge for Congress is to see that the cure is not worse than the disease. Oftentimes, the 
procedures that may be applied for efficient management of one case will not necessarily be 
effective in another case. 

Below we consider the specific provisions of S. 1720, as well as the issues raised by alternative 
approaches to litigation abuse. 

II. Legislative Proposals 


When considering changes to the patent system, it is important to take into account that the 
purpose of the system, according to the U.S. Constitution, is to promote innovation.^'’ As an 
incentive for continuous innovation and as a driver of the U.S. economy, the patent system is 
working. According to a report released by the U.S. Department of Commerce in March 2012, 
“IP is used everywhere in the economy, and IP rights support innovation and creativity in 
virtually every U.S. industry.”^' The report attributed 27.7% of U.S. jobs directly or indirectly to 
IP intensive industries. This is what is at stake when we discuss reforms to the system. 


“ Some are concerned that the cost of patent enforcement has deprived small inventors of the value of their patents. 
AIPLA believes it would be desirable to investigate the possibility of a small claims procedure, conducted in either 
the United States Court of Federal Claims; in that Court in conjunction with Federal District Courts that are 
participating in the existing patent pilot program; or only in the existing patent pilot program as proposed in Section 
1 1(d) of S. 1720. 

” U.S. Const., art. 1, sec. 8, cl. 8. 

“Intellectual Property and the U.S. Economy: Industries in Focus,” March 2012, available at 
http;//www.uspto.gov/news/pubiication&/IP_Report_March_2012.pdf. 
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To the extent that legislative reforms are necessary to curb abusive practices in patent litigation. 
Congress needs to ensure that, while reducing incentives for abuse, any reforms preserve the 
traditional rights of patent owmers to protect and secure reasonable returns on their innovations,^^ 
safeguard the interests of users before the USPTO and the courts, and maintain judicial 
discretion to appropriately manage litigation. The reforms should approach the process by 
carefully targeting specific abusive actions rather than a particular category of actors. Congress 
should also avoid singling out patent litigation or a particular category of litigant with inflexible 
statutory changes to the judicial process. Instead, it should encourage courts to more readily 
exercise their discretion with existing tools for case management, or, where necessary, the courts 
acting collectively could provide new tools that maintain the discretion and flexibility so 
important to trial judges. 

a. S. 1720, The Patent Transparency and Improvements Act 


AIPLA commends Chairman Leahy for taking a careful and targeted approach to addressing the 
problems in the patent litigation system in S. 1720. AIPLA believes the bill is a positive 
contribution to the legislative discourse and readily supports some provisions, particularly those 
that strengthen and clarify the reforms already implemented tlirough the AIA. That said, as 
detailed below, AIPLA believes that other provisions require further study and modification 
before they can be supported. 

S. 1720 seeks to address abusive behavior that exploits the strength of the patent system to 
coerce American businesses, such as retailers and hotels, into paying settlements to avoid the 
expense of defending a patent infringement suit, regardless of the merits of the infringement 
claim. It does so by imposing heightened patent ownership disclosure requirements, providing 
stays for suits against downstream users, and giving the Federal Trade Commission the authority 
to police bad faith patent demand letters, among other things. 

More specifically, we offer the following comments and suggestions: 

It should be noted that the very first patent law of 1 790 allowed for assigns the full rights of original inventors or 
owners. Patent Act of 1790, Ch. 7, Sec. 1 Stat. 109-1 12 (April 10, 1790). 
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. Transparency in Patent Ownership (Section 3) 

S, 1720 would give defendants the ability to better assess the litigation risks that they might be 
facing by requiring plaintiffs at the time a case is filed to disclose certain ownership, licensee and 
assignee information. Additionally, the provision requires patent owners to update assignee 
information with the USPTO. AIPLA conceptually supports this provision. However some of 
its language could benefit from further consideration. 

The current proposed provisions require initial disclosures of any person or entity with a 
financial interest in the outcome of the litigation, which we believe, require further clarifications 
and safeguards. The definition of financial interest should exclude obvious and expansive 
interests, like those of the shareholders of a company, or other internal corporate holders aside 
from the parent corporation. And the requirement for such initial disclosures should provide for 
the ability to file information under seal, since certain interests may contain commercially 
sensitive information that should be protected by the courts and the parties. 

Additionally, the requirement to update assignment information on the ultimate parent entity 
with the USPTO within 3 months of the assignment may be too short an interval in practice. 
Congress also should to consider that assignment is complex and may involve daughter entities 
and parent companies, or “ultimate” parties who may have no direct involvement in the 
assignment changes. Where the ultimate parent corporation is readily obvious from the name of 
the currently listed patent owner, for example in the case of a subsidiary, we respectfully suggest 
some form of safe harbor should apply. 

In that same light, we are also concerned that the penalty for non-compliance as proposed in S. 
1720, i.e. loss of the ability to recover potential attorney’s fees or enhanced damages during a 
period of non-compliance, is overly harsh. Finally, this provision includes a strict penalty of 
requiring an award of attorneys’ fees to any prevailing accused infringer upon discovery of “any 
previously undisclosed ultimate parent entities in the chain of title.” AIPLA does not support the 
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mandatory imposition of attorneys’ fees. Courts should be given the discretion to determine 
where an award of attorneys’ fees is appropriate on a case-by-case basis. 

We note that the USPTO has recently indicated they will soon publish a proposed rule on “real 
party in interest,” which relates to these same transparency issues. We would respectfully 
suggest that the Committee consider deferring any specific legislation in this area, such as in 
Section 3, until this additional information is available to help guide the Committee in its 
drafting process. 

ii. Customer Stays (Section 4) 

As discussed above, one abusive litigation practice used by some parties is to send numerous 
demand letters or to threaten or initiate infringement actions against multiple retailers or other 
downstream end users of a patented product or process to increase settlement prospects. In 
pursuing such potential infringers, the assertion entity may seek to gain an advantage over parties 
with inadequate experience or resources to litigate the matter. S. 1720 proposes a framework to 
allow a “covered manufacturer” to intervene in such patent infringement litigation with its 
customer or end user, and gives the customer or end user the right to stay infringement actions 
against them pending the outcome of litigation between the “covered manufacturer” and the 
patent owner. 

AIPLA supports encouraging the courts to more frequently allow manufacturers to intervene in 
litigation brought against its customers or users, as many do now. While courts have the power 
to grant stays now, we conceptually support this provision of S, 1720. Staying customer 
litigation would be consistent with the rule that infringement actions against manufacturers have 
priority over infringement actions against customers, despite the general rule that a first-filed suit 
has priority over a later-filed suit.^^ The Federal Circuit has explained that “[t]he customer suit 
exception is based on the manufacturer's presumed greater interest in defending its actions 
against charges of patent infringement; and to guard against possibility of abuse.”^'* 


Gluckin & Co. v. International Playtex Corp., 407 F.2d 177, 179 (2d Cir. 1 969). 
Kahn v. General Motors Corp., 889 F. 2d 1078, 1081 (Fed. Cir. 1989). 
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We believe it is important to address the issue of unsuspecting end-users without real knowledge 
of how their products or systems operate from having to individually defend against abusive 
enforcement tactics with little to no resources. It is crucial that the language is carefully crafted 
so that only appropriate end users are covered. The proposal should not have tire unintended 
effect of strong-arming all manufacturers and suppliers into heavy-handed contractual 
indemnification language or making cases even more complicated in which multiple potentially 
responsible parties are involved. 

As such, the customer stay provision would benefit from further clarity, particularly as to when a 
court may deny such a request. The proposal also needs to address added complexities of 
multiple vendors, manufacturers, and retailers as potentially responsible parties, and how stays 
would work in such instances, i.e., where there is a multi-supplier market. In addition, the 
proposal needs to consider whether it is likely to result in larger companies requiring much 
smaller importers and resellers, among others, to agree to heavy-handed contractual obligations, 
in which they are not in any better position to handle the subject claims than the company they 
have been asked to defend. In other words, the reality of distribution chains should be taken into 
account, especially where an accused product is manufactured and originates overseas. 

iii. Bad Faith Demand Letters (Section 5) 

S. 1720 seeks to target demand letter abuse by giving the FTC the express authority to police the 
widespread sending of bad faith demand letters by treating it like a deceptive trade practice. It is 
difficult to use a single definition for the term “demand letter” because such letters are sent with 
a variety of legitimate purposes. A patent owner may send a genuine inquiry letter to find out 
whether a product includes his patent with no threat or intention of future litigation. They may 
send an offer of licensing in order to begin negotiations, which may later result in a threat of 
litigation for failure to accept or comply with a licensing agreement. A patent owner may also 
send a letter stating that the patent owner believes there is infringement and threatens to file suit 
to defend its rights if the infringing action is not stopped or a royalty paid. These are all essential 
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enforcement tools for patent owners, and they allow many patent disputes to be resolved long 
before court intervention is necessary. 

AIPLA appreciates that providing some form of oversight to the actions of parties prior to the 
institution of a lawsuit may help relieve the burden on retailers and downstream users of patents. 
However, there are several issues that need further consideration and clarification. 

The existing studies of litigation do not necessarily capture the full picture of misconduct 
because they fail to take into account the actions of patent owners prior to the filing of suit, 
which may be where most of the abusive behavior is actually taking place. In some cases, there 
may be patent holders who are sending thousands of demand letters to unknowing end users of 
allegedly patented products, using the recipient’s lack of experience with the patent system to 
coerce them into paying settlements. 

We note that patent owners sending demand letters are not immune from challenges by the 
potential infringers targeted by the letters. If the letters give rise to an “actual controversy” 
between the parties under the Declaratory Judgment Act, the recipient can file its own lawsuit to 
challenge the validity of the patent or obtain a declaration that it is not infringing the patent being 
asserted.^^ The U.S. Supreme Court recently lowered the burden for establishing “actual 
controversy.” In Medimmune v. Genentech, the Supreme Court rejected the “reasonable 
apprehension of imminent suit” test applied by the Federal Circuit, in favor of a broader “totality 
of the circumstances” test to determine whether a case or controversy exists between the parties 
for the purposes of a declaratory judgment action.^* This decision gave recipients of demand 
letters the ability to bring declaratory judgment actions where there is a mere potential for future 
litigation and placed the burden on the patent owner to show there is no actual controversy. 

In Medimmune, the existence of a licensor/licensee relationship did not immunize the patent 
holder from a declaratory judgment action from their licensee. In the cases following, standing 

The Declaratory Judgment Act provides, “In a case of actual controversy within its jurisdiction... any court of the 
United States, upon the filing of an appropriate pleading, may declare the rights and other legal relations of any 
interested party seeking such declaration, whether or not further relief is or could be sought. Any such declaration 
shall have the force and effect of a final judgment or decree and shall be reviewable as such.” 28 U.S.C. 2201(a). 

“ 549 U.S. 118(2007). 
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for a declaratory judgment action was found in the following circumstances: where parties 
engaged in pre-suit negotiations but failed to come to an agreement even in the absence of a 
threat to sue;^’ where the party seeking a declaratory judgment believed that further negotiations 
with the patent owner would not result in an agreement and the patent owner made a press 
statement after winning an infringement case against a third party stating “its intention to 
continue ongoing licensing discussions with other companies;’’^* and where a patent owner 
“bragged in a trade magazine of its habit of threatening to sue (or actually suing) the customers 
of allegedly infringing vendors or manufacturers, presumably as a means of pressuring the 
parties to cease their activities or sign a license agreement” though no threat of suit was made to 
the party bringing the declaratory judgment action/^ 

It should also be noted that a patent owner’s knowledge of potential infringement, but failure to 
act by sending a demand letter or filing an infringement action, could provide a basis barring 
relief if they decide to later file suit under the doctrine of laches. Laches provides a limit on 
liability for alleged infringers where “the neglect or delay in bringing suit to remedy an alleged 
wrong, which taken together with lapse of time and other circumstances, causes prejudice to the 
adverse party and operates as an equitable bar.'*® 

The extensive use of demand letters to extract payments from downstream customers has caught 
the attention of state attorneys general from Vermont, Minnesota, and Nebraska, who have been 
looking to consumer protection and unfair competition laws to stop the abusive behavior.*’ 

The Bad Faith Demand Letters provision in S. 1720 would give the FTC the authority to 
investigate persons W'ho “engage in the widespread sending of written communications,” but it 
fails to define “widespread.” This term is ambiguous and would benefit from specifying how 
many demand letters need to be sent to trigger this provision. However, Congress should be 
careful not to set the bar too low, which could sweep in patent owners seeking to legitimately 

SanDisk Corp. v. STMicraeleclronics Inc., 480 F. 3d 1372 (Fed, Cir. 2007). 

EchoStar Satellite LLC v. Finisar Corp., 515, F. Supp. 2d 447, 451-52 (Dist. Ct. D. Delaware 2007). 

WS Packaging Group v. Global Commerce Group, LLC, 505 F. Supp. 2d 561, 565-66 (Dis, Ct. ED Wisconsin 
2007). 

A.C. Aukerman Co. v. R.L. Chaides Constr. Co., 960 F.2d 1020, 1028-29 (Fed. Cir. 1992). 

■" As noted above, Minnesota Attorney General Swanson has already used her state’s consumer protection laws to 
enjoin one of the most notorious “patent trolls” from doing business in Minnesota. 


19 



205 


enforce their patents in good faith. Also, demand letters may incentivize avoiding litigation. If 
sending demand letters becomes too risky, some may file suit rather than send pre-litigation 
demand letters. 

Further consideration also needs to be given to how the FTC would distinguish between regular 
licensing activity and abusive activity. As previously discussed, demand letters come in many 
forms and can serve a number of different legitimate purposes. Patent owners need to have the 
flexibility to use demand letters to make a general inquiry without automatically opening 
themselves up to a declaratory judgment action because too much information is required in 
demand letters to avoid FTC enforcement under this provision. A safe-harbor provision for 
normal business communications could serve this purpose. 

In the same vein, the provision needs to be carefully drafted so it will not be considered an 
unlawful regulation of free speech under the First Amendment. Although commercial speech 
can be regulated where it is false or misleading, the factors for finding a deceptive trade practice 
listed in this provision may be overly broad. Also, the provisions should not undermine the 
ability of litigants to use the litigation privilege in notifying appropriate persons of pending 
litigation. To ensure that the law is applied consistently across all fifty states, federal pre- 
emption should also apply to any state law to prescribe standards for demand letters. 

For these reasons, AIPLA conditionally supports this provision, so long as the final legislation 
does not include other more burdensome statutory changes to patent enforcement rules and 
procedures. 

iv. “Scrivener’s Error” in PGR (Section 7(a)) 

Section 7(a) would correct a so-called “scrivener’s error” made during the legislative process of 
the AIA by striking “or reasonably could have raised” from the estoppel provisions of 35 U.S.C. 
§325. This change is essential to improving patent quality, as intended by the AIA, by 
encouraging parties to use this new review proceeding to address questionable patents in the 
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early stages of patent term when reliance, commercialization and related investment are likely at 
their minimum, AIPLA supports this provision. 

V. Standard for Claim Construction in IPR and PGR (Section 7(b)) 

S. 1720 aligns the claim construction standard in IPR and PGR with the standard used by district 
courts. AIPLA supports the legislative proposal to change this standard. As an intended 
alternative to costly and often burdensome litigation, these processes should apply the same 
claim construction standards as used in the Federal courts, so that consistent claim construction 
across these post-grant validity challenges will provide greater certainty in final decisions and 
reduce the need for further litigation. For example, the vast majority of IPR proceedings involve 
co-pending litigation. The playing field should be level such that the patent owner is not 
subjected to a narrower claim construction standard in trying to enforce its claims in district 
court, but a broader standard for the petitioner to attack its patents before the Patent Trial & 
Appeal Board. 

Failure to use this standard raises the very real prospect of an owner having a patent found to be 
valid by a federal district court, all the way through appellate review, only to have an 
administrative tribunal later come to the opposite conclusion. Such an environment creates 
uncertainty in patent rights and encourages gamesmanship. 

vi. Protection of Intellectual Property Licenses in Bankruptcy (Section 8) 

This section sets forth provisions for the protection of intellectual property licensees and 
transferees in the event of bankmptcy of the IP licensor or transferor. First, Section 8(a) amends 
11 U.S.C. § 1 520(a) to protect licensees of U.S. intellectual property rights by making clear that 
U.S. courts shall not recognize a bankruptcy trustee’s unilateral cancellation of licenses to or 
transfers of intellectual property rights if the licensor goes bankrupt, whether in a U.S. or foreign 
bankruptcy proceeding. The intent and effect of this provision would be to protect U.S. licensees 
and transferees of intellectual property rights from trustees’ unilateral rejection of their licenses 
by extending to them the right of election to retain their rights set forth in 1 1 U.S.C. § 365(n). 
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The provision would contribute to the protection of licensees and transferees of U.S. intellectual 
property rights. 

Second, Section 8(b) amends 11 U.S.C. § 101(35A) by adding trademarks, service marks, and 
trade names as defined in 15 U.S.C. § 1 127 (the definitional section of the Lanhani Act) to the 
definition of “intellectual property” in Section I01(35A) of the Bankruptcy Code. In addition, 
Section 8(b) would make clear that, in the event that election is exercised, the bankruptcy trustee 
must discharge any quality control obligation of the licensor in order to protect the licensed 
marks from claims of abandonment or the like. AIPLA supports the changes under this section. 

vii. Inventor’s Oath or Declaration (Section 10(a)(1)) 

The proposed amendment to 35 U.S.C. § 115(g)(1) addresses the use of an oath or declaration 
from a prior application in continuation or divisional applications. This would change the 
current law which allows use of the prior oath or declaration in a continuation-in-part (CIP) 
application even when the CIP claims an invention that was not described in the prior 
application. The proposed amendment also changes the requirements of the submitted oath or 
declaration from including the required statements set forth in 35 U.S.C. § 115(b), which are 
applicable to AIA applications, to allow the use of an oath or declaration that was properly filed 
by or on behalf of the inventor in either a pre-AIA or an AIA application. The change to exclude 
CIP applications covering new inventions is consistent with the law for pre-AIA applications, 
and will greatly reduce costs of further patent prosecution by rights holders. We support this 
provision. 

viii. Double Patenting (Section 9) 

This provision seeks to codify the judicial doctrine against double patenting for post-AIA 
patents. AIPLA agrees that there are issues to be worked through for adjusting and simplifying 
double patenting, but we are concerned that the proposed legislation is overly and perhaps 
unnecessarily dense and its subtleties difficult to appreciate even by seasoned practitioners. 
Incidents where this would be applicable are extremely limited and may be disproportionate to 
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the inevitable unintended consequences. We suggest additional consideration be given, and we 
are confident that stakeholders can work together resolve any issues. 

ix. Time Limit for Commencing Misconduct Proceedings (Section 10(a)(7)) 

This provision is reportedly being advanced because some apparently believe the USPTO is 
unable to complete the review of misconduct allegations against registered attorneys and agents 
in a timely manner, thus apparently necessitating the filing of potentially unwarranted charges to 
avoid tolling the statute of limitations. 

We strongly opposed the original provision in the AlA, which already extended the time limit for 
bringing disciplinary actions, and we are equally concerned about this amendment. This 
provision seeks to extend the threat of discipline against individuals within our membership, with 
the related potential for increases in malpractice insurance rates against all registered members, 
for unjustified reasons. Many of the provisions of the AIA, more challenging than this, impose 
one year deadlines on the USPTO, e.g. PGR and CBM. It remains incumbent upon the USPTO 
to complete their work in this highly sensitive area in the amount of time Congress allocated in 
the AIA. 

Moreover, we are informed by the USPTO that they do not support this proposal and do not in 
fact need it, as in those few cases where the deadline has loomed, they have entered into tolling 
agreements with the specific individual under investigation, which was the solution we proposed 
during the debate on the AIA. 

b. Other Legislative Proposals 

Several additional legislative proposals have been introduced in the 113*'' Congress with a stated 
goal of targeting litigation abuses. Some of the most concerning proposals would introduce 
statutorily mandated requirements into the patent litigation process or make premature 
substantive changes to the reforms implemented by the AIA. AlPLA would ask that this 
Committee use caution before integrating them into S. 1720. 
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, Mandating Judicial Rules and frocedures 

AIPLA fears that congressionally created litigation rules, as proposed, would intrude on the 
established role of the Judicial Conference, be overly difficult to amend once fixed in a statute, 
and would overly restrict the traditional discretion of district court judges to manage their cases. 
While proposed with good intentions, mandating inflexible rules may have unintended 
consequences, including increasing costs of compliance and impeding access to the courts 
particularly for small businesses and independent inventors. In addition, patent litigation cases 
vary in complexity, including technology, number of patents and products involved, type and 
amount of prior art, and number of defenses. Rules for managing one case may not be 
appropriate for other cases, i.e., one size does not fit all. AIPLA believes that the Judicial 
Conference in its own discretion is in a better position to work with the district courts to institute 
appropriate case management rules. 

Specifically, AIPLA is concerned about proposals that would remove judicial discretion and 
mandate specific patent litigation rules, including: 

• Imposing significantly heightened pleading requirements for patent lawsuits; 

• Statutorily limiting discovery in patent litigation; 

• Singling out patent litigation or a particular category of litigation with amendments to the 
rules of joinder; and 

• Directing the Judicial Conference to adopt rules and procedures detailed by Congress. 

As previously noted, the Judicial Conference Advisory Committee on Civil Rules has begun the 
process for amending the Federal Rules of Civil Procedure to reduce costs and delays in 
litigation through active case management and proportionality in discovery. Given these 
developments, legislative action in this area may be premature or even unnecessary. As we 
learned through the process which led to the AIA, the courts have an effective ability to 
recalibrate patent law to properly address legitimate concerns, without the challenges of crafting 
statutorily acceptable language. 
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ii. Fee Shifting 

Some of the current proposals would make a fee shifting determination mandatory in every case. 
Having such a provision would add to the cost of litigation, potentially discourage settlement 
because of the fee shifting incentive, and have the potential to invade the attorney-client 
privilege in making the determination whether to award fees. 

While AIPLA supports giving the judiciary more discretion to award fees in exceptional cases, 
that is far different than advocating for a presumption that fee shifting is warranted. In addition, 
in some pending proposals, the burden would be on the losing party to show why fees are not 
warranted rather than on the prevailing party to show why fees are warranted. Moreover, in any 
proposal that may address fee shifting, the issue of maintaining access to the courts for smaller 
businesses and innovators, who need to rely on contingent fee arrangements to assert their rights, 
should be considered. The unintended effect of impeding legitimate rights holders’ access to the 
courts, disincentivizing patent procurement in the first place, or possibly encouraging further 
lawsuits down the road (such as malpractice claims where fees are awarded) is something to 
avoid, if possible. 

Again, the U.S. Supreme Court and Federal Circuit are currently reviewing the standard for fee 
shifting in patent cases under the current 35 U.S.C. § 285. As noted above, AIPLA has filed 
amicus briefs in those cases. 

iii. Bonding 

Another proposal being considered to address litigation abuse is bonding - requiring a plaintiff to 
post a bond sufficient to ensure payment of the accused infringer’s reasonable fees and expenses, 
including attorney fees. As proposed, such a bond requirement would only apply to the patent 
owner and has the potential to tie up necessary resources of a business, a particular crucial 
consideration for small businesses, which might then hesitate to initiate a valid suit. 
Additionally, the requirement has the potential to be applied to almost any plaintiff, regardless of 
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the merits or strength of the particular case. Lastly, the requirement will likely increase costs and 
prolong litigation, as the court wades through arguments over the many listed factors to be 
considered. AlPLA opposes this proposal. 

iv. Expansion of the Transitional Program for Covered Business Method Patents 


Other proposals would expand the scope and duration of the Transitional Program for Covered 
Business Method Patents (CBM), which AlPLA opposes. CBM was specifically enacted in 
Section 18 of the AIA to allow for a specialized provisional post-grant review of validity of 
certain business-method patents (those related to financial services). The PGR proceeding was 
developed to permit for a limited time after issuance a wide-ranging challenge to patent validity, 
balancing the challenger’s need for plenary review against the patentee’s need for repose and 
quiet title. However, the CBM provision inserted into the AIA legislation created an exception 
to this premise of the PGR procedure, ostensibly because many questionable business method 
patents were beyond the reach of this new procedure. Nonetheless, the CBM provision was 
accepted as part of a compromise that allowed the legislation to go forward. It was adopted for a 
limited period of time, 8 years, to quickly “clean out” that small set of patents that were issued 
when the law and regulations in this area were in doubt. But the law of business method patents, 
as well as the procedures for examining applications claiming that subject matter, has 
substantially evolved. 

The CBM provision has been proposed to be revised and extended before there has been time to 
determine if it is serving its purpose as originally enacted. There are numerous issues that 
remain to be addressed in the transitional program. For example, cases are only now beginning 
to make their way through the program and there has been little analysis of those cases and 
whether the processes are working as envisioned. Given the limited number of cases brought 
thus far, it is premature to extend the transitional program before it has been truly tested and 
evaluated, and it is imclear if it will be needed in light of, e.g., AIA’s other inter partes review 
and post-grant review programs. To expand the procedure now as proposed is to put at 
significant risk over half of all U.S. patents, representing the most important U.S. technologies, 
without even having one CBM case yet tested on appeal. 
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V. USPTO Funding 

One additional legislative proposal that AlPLA has a long history of support for, and one which I 
as a former Director would be remiss in not singling out again in this debate, is providing full 
and sustainable funding to the USPTO. AlPLA strongly believes that the single most important 
reform for improving the quality of patents is securing permanent full funding for the 
USPTO. Congress understood the importance of giving the USPTO access to all of its user fees 
at the time of the AIA, hut 2 years after its passage USPTO funds are again being made 
unavailable to the Office due to sequestration. 

As discussed above, some of the abuse in patent litigation is thought by some to stem from lower 
quality patents with unclear terms, overly broad claims, or both. In their view, these patents may 
be problematic because of the difficulty for entities, even those that regularly interact with the 
patent system, to determine what the patent actually covers, and therefore whether the product 
they are developing may be infringing, without the intervention of the courts. Full funding of the 
USPTO will give it the ability to issue the highest quality patents possible. 

Regarding the specific issue of previous efforts at reform, sequestration has unfortunately 
delayed the efforts and improvements mandated by the AIA, and undoubtedly risks undercutting 
major initiatives designed to continue improving the patent system. Until full funding is restored 
to the USPTO, AlPLA has reservations about further burdening the patent system with another 
round of reforms. To that end, AlPLA would strongly support making permanent USPTO 
funding central to any legislative initiative. 

III. Conclusion 

The patent system continues to be a key economic force in the U.S., and AlPLA believes the 
goal of any legislative effort should be to find the right balance of all interests. It should protect 
the innovators that drive virtually every U.S. industry, and encourage innovation by individual 
businesses, both large and small. The patent system should also facilitate the enforcement of 
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patent rights while making any corrections to stop the abusive behavior of bad actors who take 
unfair advantage of the litigation system. 

AIPLA appreciates the Committee’s careful attention to this important but very complex issue, 
and we look forward to working with you to find a solution that strikes the proper balance. 
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Questions 

Questions submitted by Senator Patrick Leahy for John Dwyer 


Questions Of Senator Patrick Leahy (D-Vt.), 

Chairman, Senate Judiciary Committee 

Hearing on “Protecting Small Businesses and Promoting Innovation by Limiting Patent 
Troll Abuse” 

December 17, 2013 

Questions for John Dwver. CEO of New England Credit Union 

In your testimony, you gave several examples of demand letters that appear to have been sent 
v^?ith minimal diligence and provide only vague assertions of how the recipient is alleged to 
infringe. What is the impact of receiving these letters on a small business? What resources are 
currently available to help small businesses that are targeted, and would it be beneficial to have 
further information resources and support available at the Patent and Trademark Office? 
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Questions submitted by Senator Patrick Leahy for Michael Makin 


Questions Of Senator Patrick Leahy (D-Vt.)» 

Chairman, Senate Judiciary Committee 

Hearing on “Protecting Small Businesses and Promoting Innovation by Limiting Patent 
Troll Abuse” 

December 17, 2013 

Questions for Michael Makin. CEO of Printing Industries of America 

An increasing number of small businesses are being targeted for patent infringement based on 
products they simply use or sell, but did not manufacture. What ob.stacles confront a small 
business trying to defend a patent claim when they simply purcliased the product that is at issue 
in the suit? Do you agree that a product’s manufacturer is often best situated to address the 
issues of validity and infringement in a patent suit, and if so, why? 
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Questions submitted by Senator Patrick Leahy for Dana Rao 


Questions Of Senator Patrick Leahy (D-Vt.), 

Chairman, Senate Judiciary Committee 

Hearing on “Protecting Small Businesses and Promoting Innovation by Limiting Patent 
Troll Abuse” 

December 17, 2013 


Questions for Dana Rao. VP of Intellectual Property & Litigation for Adobe 

1) Asa manufacturer, Adobe has challenged some patent assertion entities that have sued 
Adobe’s customers for their use of Adobe products. In your testimony, you reference the 
difficulties Adobe has sometimes faced trying to “stay” lawsuits against its customers while it 
litigates the merits of the infringement suit. 

What are the advantages of obtaining a stay in these cases, and what are some of the potential 
effects for Adobe or its customers when a stay is denied? Would the customer stay provision in 
S.1720 help Adobe to take action when its customers are being targeted in infringement suits? 

2) A number of commentators have raised concerns about the quality of patents in the 
software industry. The Leahy-Smith America Invents Act created several important mechanisms 
to improve patent quality, and the Patent & Trademark Office (PTO) is also undertaking efforts 
to improve its process for granting patents. 

^^^lat are your views on how these processes are working? What more can or should be done by 
Congress, the courts, or the PTO to improve the quality of patents that are issued? 
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Questions submitted by Senator Patrick Leahy for Philip Johnson 


Questions Of Senator Patrick Leahy (D-Vt.)» 

Chairman, Senate Judiciary Committee 

Hearing on “Protecting Small Businesses and Promoting Innovation by Limiting Patent 
Troll Abuse” 

December 17, 2013 

Questions for Phil Johnson. VP of Intellectual PronerU' at Johnson & Johnson and 
member of the Coalition for 21st Centun' Patent Reform 

1 ) You have expressed concern that some efforts to address the problem of patent trolls may 
have unintended consequences for legitimate patent holders seeking to protect their rights. What 
do you think are the most promising strategies for addressing abusive conduct by certain actors, 
without unduly burdening legitimate patent holders? 

2) The Supreme Court has agreed to hear several important patent cases this term, including 
a case focusing on the patentability of computer-implemented inventions. In your testimony, 
you state that next year “the landscape of patent litigation may look significantly different than it 
does today” as a result of those cases. Please elaborate on that statement. Do the cases before 
the Court have the potential to address some of the concerns that have been raised by businesses 
that are being targeted in patent suits? 
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Questions submitted by Senator Patrick Leahy for Dr. Steve Bossone 


Questions Of Senator Patrick l.eahy (D-Vt.), 

Chairman, Senate Judiciary Committee 

Hearing on “Protecting Small Businesses and Promoting Innovation by Limiting Patent 
Troll Abuse” 

December 17, 2013 


Question for Dr. Steve Bossone. VP of Intellectual Property, Alnvlam 

You have expressed concern that some efforts to address the problem of patent trolls may have 
unintended consequences for legitimate patent holders seeking to protect their rights. What do 
you think are the best strategies for addressing abuses in the system in a meaningful way, 
without unduly burdening the rights of legitimate patent holders? 
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Questions submitted by Senator Patrick Leahy for Harry Wolin 


Questions Of Senator Patrick Leahy (D-Vt.)» 

Chairman, Senate Judiciary Committee 

Hearing on “Protecting Small Businesses and Promoting Innovation by Limiting Patent 
Troll Abuse” 

December 17, 2013 


Questions for Harry Wolin, Advanced Micro Devices 

Numerous groups have raised concerns about transparency in the patent system, and the ability 
of trolls to target companies through “shell companies.” The legislation I have introduced 
includes two transparency provisions to help address those issues. One requires plaintiffs who 
file a lawsuit to disclose the certain ownership information under the standard that has long been 
used in the Northern District of California. The other requires ongoing disclosure to the Patent 
and Trademark Office when a patent is transferred so that the PTO has a record of current 
ownership. 

Do you agree that improving transparency will help address abuses in the patent system, and if 
so, why? As someone who has worked in companies that possess a significant patent portfolio, 
do you view these requirements as manageable for patent holders to comply with? 
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Questions submitted by Senator Patrick Leahy for Hon. Q. Todd Dickinson 


Questions Of Senator Patrick Leahy (D-Vt.), 

Chairman, Senate Judiciary Committee 

Hearing on “Protecting Small Businesses and Promoting Innovation by Limiting Patent 
Troll Abuse” 

December 17, 2013 

Questions for O. Todd Dickinson, former Director of PTO and current Executive Director 
of fhp American Intellectual Property Law Association 

1) The America Invents Act implemented several important measures to improve patent 
quality. What are your views on how those processes are working? What more can or should be 
done by Congress, the courts, or the Patent & Trademark Office to improve the quality of patents 
that are issued? 

2) You have expressed concern that Congress should give appropriate deference to the 
Judicial Branch. However, some proponents of reform feel strongly that individual courts are 
not responding to litigants’ needs. Within the judicial branch, what further steps could be taken 
by the Judicial Conference, the Supreme Court, or the Federal Circuit to ensure that courts 
process patent cases fairly and efficiently? 


3) You have expressed concern that some efforts to address the problem of patent trolls may 
have inadvertent consequences for legitimate patent holders seeking to protect their rights. What 
do you think are the best strategies for addressing abuses in the system in a meaningful way, 
without unduly burdening the rights of legitimate patent holders? 
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Questions submitted by Senator Sheldon Whitehouse foe all witnesses 


Hearing: “Protecting Small Businesses and Promoting Innovation 
by Limiting Patent Troll Abuse” 

Question for the Record of Sen. Sheldon Whitehouse 

Question for All Witnesses 

Proactive Action bv Corporate Defendants 

Many Rhode Island businesses have been the victims of patent troll abuse, receiving bad-faith 
demand letters and being forced to settle lawsuits or engage in costly litigation based on dubious 
patent claims. Small and medium-sized companies, many of whom do not have an attorney on 
staff, often do not have the resources to effectively fight patent troll abuse, which is why reforms 
such as prohibiting bad-faith demand letters and allowing manufacturers to stay suits against 
customers are necessary and appropriate. 

Large corporate defendants, on the other hand, may have additional resources at their disposal 
that could allow them to take proactive steps to combat abuses by patent trolls. Consideration of 
such steps should be included in the discussion of how to address patent troll abuses. 

Independent of legislation to reform the patent litigation system, what are some proactive steps 
that large corporations that are frequently defendants in patent suits could take to better defend 
themselves against patent troll abuses? In particular, please address the positive and negative 
aspects ofthe following potential actions: 

• Referring patent trolls and their attorneys who initiate frivolous lawsuits and fraudulent 
and harassing conduct to the appropriate law enforcement authorities and disciplinary 
bodies, including, in the case of attorneys, state bar disciplinary boards; 

• Pursuing equitable remedies, such as injunctions against future suits by trolls with a 
demonstrated record of frivolous litigation, fraud, and harassment; 

• Pursuing Rule 1 1 sanctions against attorneys bringing frivolous suits; 

• Increased use of joint defense agreements; 

• Purchase of patent litigation insurance; 

• Increased licensing and purchase of relevant patents; and 

• Simply refusing to pay unjustified claims. 
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Questions submitted by Senator Chuck Grassley for John Dwyer 

Senator Grassley’s Written Questions for Senate Judiciary Committee 
Hearing, "Protecting Smali Businesses and Promoting Innovation by 
Limiting Patent Troil Abuse," December 17, 2013 


Questions for Mr. Dwyer 

1. What do you believe are the most promising proposals currently being 
considered by Congress that would help deter abusive activity in the patent 
system? 

2. What are some examples of the costs to business and industry from 
abusive patent litigation and how would legislation help? 
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Questions submitted by Senator Chuck Grassley for Michael Makin 

Senator Grassley’s Written Questions for Senate Judiciary Committee 
Hearing, “Protecting Smaii Businesses and Promoting Innovation by 
Limiting Patent Troll Abuse," December 17, 2013 


Questions for Mr. Makin 

1. Over the past two years, there have been a number of studies seeking to 
approximate the economic impact of abusive patent suits. I know that you 
can’t disclose numbers, but could you share with the Committee an 
approximation of how much patent litigation makes up of your total litigation 
budget and whether that is primarily devoted to initiating or defending suits? 

2. What do you believe are the most promising proposals currently being 
considered by Congress that would help deter abusive activity in the patent 
system? 

3. What are some examples of the costs to business and industry from 
abusive patent litigation and how would legislation help? 
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Questions submitted by Senator Chuck Grassley for Dana Rao 


Senator Grassley’s Written Questions for Senate Judiciary Committee 
Hearing, "Protecting Small Businesses and Promoting Innovation by 
Limiting Patent Troll Abuse,” December 17, 2013 


Questions for Mr. Rao 

1. What do you believe are the most promising proposals currently being 
considered by Congress that would help deter abusive activity in the patent 
system? 

2. As noted by some of the witnesses, the Supreme Court is poised to address 
some of your patent abuse concerns, such as the correct threshold for fee- 
shifting. In your opinion, should Congress wait to see what the Court does 
first? How would fee shifting change the incentives and dynamics in patent 
litigation? 

3. Isn’t fee shifting in the Patent Act already? What is wrong with the current 
statute that provides for fee shifting? 

4. How much does Adobe spend each year on patent troll litigation, and what 
is the impact of such spending on consumers and Adobe investment in the 
United States? 

5. What are some examples of the costs to business and industry from 
abusive patent litigation and how would legislation help? 

6. How much of a difference would increasing funding to the Patent and 
Trademark Office make in addressing the patent troll problem? Would Adobe 
be willing to pay more for its own patent applications, to help fund the Patent 
Office better? 

7. In his prepared statement, Mr. Dickinson suggested that it might not be 
necessary for Congress to focus on the rules and procedures in patent 
litigation to curb the abusive practices of patent trolls. He testified, "In point 
of fact. . . many of these practices — sending a multiplicity of demand letters 
containing vague allegations and minimal information, with persistent but 
relatively modest settlement terms, and apparently with little preparation for 
actually bringing a lawsuit — may have less to do with abusing the rules and 
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procedures in patent litigation perse than they have to do with consumer fraud 
and deceptive trade practices arising from the demand letter.. . Law 
enforcement has developed measures to deal with such wrongdoers." Do you 
agree? Please explain why (or why not) Congress, rather than another 
enforcement body, should address the patent troll issue. 

8. In his prepared statement, Mr. Bossone said regarding the deferral of 
discovery provisions in S. 1013 and H.R. 3309, "[TJhese provisions would 
routinely defer merits discovery in virtually all patent cases until after the court 
issues a claim construction order. While there undoubtedly are cases in which 
such discovery deferrals are appropriate, doing so as a general rule would 
effectively bifurcate discovery on the merits in most cases and tend to prolong 
patent litigation by 9-12 months, if not longer, across the board. Such delays 
would accrue even in routine patent litigation that does not involve meritless 
claims, small businesses defendants, or "patent trolls" ... In my opinion, these 
proposals are too rigid and interfere unduly with the responsibility and 
authority of district courts to manage patent litigation in a case-specific 
manner." Do you agree? Do you believe these provisions would result in 
added delays or otherwise would unduly interfere with the court's ability to 
manage patent litigation? 

9. In your opinion, does the recent rise in patent litigation encourage 
innovation? 



226 


Questions submitted by Senator Chuck Geassley for Harry Wolin 


Senator Grassley’s Written Questions for Senate Judiciary Committee 
Hearing, "Protecting Small Businesses and Promoting Innovation by 
Limiting Patent Troll Abuse," December 17, 2013 


Questions Mr. Wolin 

1. In your view, are the reforms in Senator Leahy’s bill adequate to address 
the threat from patent trolls that you confront? Why or why not? 

2. AMD is a holder of numerous patents. Do you believe that the reforms 
dealing with strengthening pleading requirements, improving transparency 
requirements and limiting discovery will hurt AMD’s ability to enforce its 
patents against infringers? 

3. In your opinion, which types of abusive patent litigation are best addressed 
by the courts, PTO or legislation? 

4. How would fee shifting change the incentives and dynamics in patent 
litigation? 

5. What do you believe are the most promising proposals currently being 
considered by Congress that would help deter abusive activity in the patent 
system? 

6. Some of the witnesses have expressed concerns that the heightened 
pleading requirements would complicate and delay litigation because of 
disputes over whether the pleading requirements have been met. Do you 
believe that these concerns are justified? 

7. Some have claimed that proposals contained in the bills will disadvantage 
legitimate companies, vendors and universities. Do you believe that these 
concerns are Justified? Others have claimed that the proposals will weaken 
the ability of patent holders and inventors to protect their patents against 
infringers. Do you agree? How do you respond to those concerns? 

8. In his prepared statement, Mr. Dickinson suggested that it might not be 
necessary for Congress to focus on the rules and procedures in patent 
litigation to curb the abusive practices of patent trolls. He testified, “In point 
of fact. . . many of these practices — sending a multiplici^ of demand tetters 
containing vague allegations and minimal information, with persistent but 
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relatively modest settlement terms, and apparently with little preparation for 
actually bringing a lawsuit — may have less to do with abusing the rules and 
procedures in patent litigation perse than they have to do with consumer fraud 
and deceptive trade practices arising from the demand letter . . . Law 
enforcement has developed measures to deal with such wrongdoers.” Do you 
agree? Please explain why [or why not) Congress, rather than another 
enforcement body, should address the patent troll issue. 

9 . In his prepared statement, Mr. Bossone said regarding the deferral of 
discovery provisions in S. 1013 and H.R. 3309, "[TJhese provisions would 
routinely defer merits discovery in virtually all patent cases until after the court 
issues a claim construction order. While there undoubtedly are cases in which 
such discovery deferrals are appropriate, doing so as a general rule would 
effectively bifurcate discovery on the merits in most cases and tend to prolong 
patent litigation by 9-12 months, if not longer, across the board. Such delays 
would accrue even in routine patent litigation that does not involve meritless 
claims, small businesses defendants, or "patent trolls"... In my opinion, these 
proposals are too rigid and interfere unduly with the responsibility and 
authority of district courts to manage patent litigation in a case-specific 
manner." Do you agree? Do you believe these provisions would result in 
added delays or otherwise would unduly interfere with the court's ability to 
manage patent litigation? 

10 . In your opinion, does the recent rise in patent litigation encourage 
innovation? 
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Answers 

Responses of John Dwyer to questions submitted by Senators Leahy, 
Grassley, and Whitehouse 


Responses of John Dwyer 

President and CEO, New England Federal Credit Union 
to Questions Submitted for the Record 

Hearing on “Protecting Small Businesses and Promoting Innovation by Limiting 
Patent Troll Abuse” 

December 17, 2013 


Question of Senator Leahv; 

In your testimony, you gave several examples of demand letters that appear to have been 
sent with minimal diligence and provide only vague assertions of how the recipient is 
alleged to infringe. What is the impact of receiving these letters on a small business? 
What resources are currently available to help small businesses that are targeted, and 
would it be beneficial to have further information resources and support available at the 
Patent and Trademark Office? 


Answer of John Pwver: 

For a small business, receiving a demand letter can be an expensive, distracting, 
scary proposition. The first problem is finding someone to evaluate the demand. 

Because of the highly specialized nature of patent law, a small business’s normal attorney 
may not be competent to evaluate the demand — and for some small businesses and 
financial institutions, including mine, there may not be an attorney on-staff at all. Cost is 
another problem. Once the business secures counsel, those attorneys will likely spend 
thousands of dollars or more simply to give a preliminary answer as to the validity of the 
patents and infringement theory. This is why demand letters with relatively low 
“nuisance” value settlements often are successful; an early settlement is often much 
cheaper for a defendant than fighting. 

For a small business, the fear of getting sued is also palpable. Many small 
businesses will assume they are guilty of infringement simply because they received the 
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letter, not realizing that many patent trolls send essentially identical generalized demands 
to many businesses. Litigation is an expensive and uncertain process, and businesses will 
want to do what they can to manage their risks, even if that means entering into a 
settlement that may not be necessary. 

Resources do exist to help small businesses that are targeted, but they are 
unfortunately insufficient. For example, many trade associations, including the Credit 
Union National Association, track patent infringement cases and demand letters as they 
learn about them. Trade associations can help put those that receive demand letters in 
touch with one another, and can spot trends as they develop. However, especially at the 
demand letter stage, the information possessed by trade associations may not scratch the 
surface of the problem. Many small businesses that receive demand letters are afraid of 
sharing them, even to a trade association that is '‘on their side,” because they are fearful 
of identifying themselves as targets. 

It would be extremely helpful to have additional resources available to small 
businesses. A registry of demand letters from entities that send more than 10 or 20 
demand letters in a single calendar year would be one beneficial addition. This database 
could be maintained by the PTO or FTC and would be publicly available. This is 
important for a variety of reasons. By providing businesses that receive a demand letter 
with the ability to communicate with one another, a demand letter registry would assist 
small businesses in the formation of joint defense groups, which could help reduce 
defense costs, and would help businesses quickly identify competent counsel familiar 
with the specific troll at issue. In addition, one of the biggest ways businesses are 
intimidated is the lack of knowledge of who else has been targeted. As a recipient of a 
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demand letter, you have no idea if you are the only one, or one of many, who has 
attracted the patent troll’s attention. A registry would immediately tell a recipient others 
have received letters from the same entity, which might make it more likely a business 
would fight. 

Existing PTO programs should also be strengthened and improved. We share the 
views of many other members of the financial services industry in encouraging the 
Committee to make the Transitional Program for the Review of Covered Business 
Method Patents (CBM), which was created in Section 1 8 of the America Invents Act of 
2011, permanent. We strongly commend Senator Schumer’s efforts to do this. 

Moreover, as implemented by the PTO, the CBM program is unfortunately out of reach 
to many small financial institutions because the filing and post-institution fees charged hy 
PTO together are more than $30,000. This is more than the total settlement amount 
involved in many of the cases confronting small financial institutions, and comes before 
the substantial legal fees involved in bringing the case to the PTO. We urge the Senate to 
follow the lead of the House and grant the Director of the PTO the authority to waive the 
program fees to accommodate community banks and credit unions. 

Question of Senator Grassier: 

1 . What do you believe are the most promising proposals currently being considered by 
Congress that would help deter abusive activity in the patent system? 

Answer of John Dwyer: 

There are a number of proposals that could help deter abusive activity in the 


patent system. 
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S. 1720 (Sens. Leahy and Lee). The Leahy-Lee “Patent Transparency and 
Improvements Act of 2013” is not a silver hullet, but would go a long way toward 
solving the problem small businesses face with patent trolls. In particular, we are 
strongly supportive of Section 5 of the bill, which clarifies that the Federal Trade 
Commission has enforcement authority over patent trolls that operate in unfair or 
deceptive ways. This provision could be strengthened by providing the FTC with 
limited, targeted rulemaking authority so that the Commission has the ability to evolve in 
its enforcement powers as trolls evolve. 

We also are supportive of the efforts to address the concerns of end-users in 
Section 4 of S. 1720, which provides for the ability to stay an infringement case against a 
customer if the manufacturer consents in waiting. This is an important step for small 
businesses and would provide needed protection. However, the provision may not go far 
enough for small financial institutions. Many of our technology service providers, 
including the ATM manufacturer in my own patent infringement case, refuse to join 
litigation when an infringement case is brought. We thus encourage adding a right of 
contribution and/or mandatory joinder to the patent law to enable a more equitable 
distribution of liability between end-users and suppliers. 

S. 866 (Sen. Schumer). The “Patent Quality Improvement Act of 2013” would 
provide needed improvements to the Transitional Program for the Review of Covered 
Business Method Patents (CBM), an important and powerful tool created in Section 18 of 
the America Invents Act of 20 1 1 . In a short time, the program has already demonstrated 
its importance. Not only has the PTO been able to examine prior art and issues of subject 
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matter eligibility to invalidate some low-quality patents, but the courts have better 
managed their own resources hy staying cases pending PTO re-examination. 

Unfortunately, Congress artificially constrained the program by including a sunset 
provision. S. 866 makes the program permanent, ensuring that the full spectrum of low- 
quality business method patents will be subject to review. We strongly support S. 866 
and efforts to strengthen Section 18’s potent tools, and commend Senator Schumer’s 
efforts to improve on this important program. 

H.R, 3540 (Rep. Palis). The “Demand Letter Transparency Act of 2013,” a 
House bill that does not yet have a Senate companion, would go a long way to helping 
small businesses faced with unfair and deceptive demand letters. H.R. 3540 requires any 
entity that sends 20 or more demand letters during any 365-day period disclose certain 
information to the PTO, and directs the PTO to create a database to make that 
information publically available. It also requires any demand letter sent to another entity 
to include certain specified minimum information that would provide demand letter 
recipients with the ability to quickly evaluate the claims being asserted. We encourage 
the Judiciary Committee to use H.R. 3540 as a model to strengthen the demand letter 
provisions in S. 1720. 

S. 1013 (Sens. Cornyn and Grassley). The “Patent Abuse Reduction Act of 
2013” enhances pleading standards, limits discovery to core documents and would 
require some fee shifting depending on the outcome of litigation. Enhanced pleading 
standards will provide much-needed transparency related to the merits or weaknesses of a 
lawsuit. If plaintiffs are required to specifically identify the accused product as well as 
asserted claims and factual basis for infringement, would-be defendants will be better 
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able to make determinations regarding licensing or litigation. The limitations on 
discovery help balance the costs of litigation. In addition, the focus around core 
documents could save would-be defendants from exorbitant costs related to document 
production. Discovery should not require defendants to provide patent trolls with an 
unlimited window into a company’s business operations. S. 1013 would help ensure that 
the discovery process is no longer abused. S. 1013 would also deter abusive patent 
litigation by helping to reverse the economic incentives that fuel frivolous patent 
infringement lawsuits through fee shifting provisions. 

S. 1612 (Sen. Hatch). S. 1612 builds on the fee shifting provisions of S. 1013 by 
empowering the court, on a motion from the defendant, to order the party alleging 
infringement to post bond to cover tire other party’s expenses. For cases in which bonds 
are required, defendants will know fee shifting provisions will be effective by ensuring 
that patent assertion entities have the money to pay legal expenses at the end of an 
unsuceessftil case. 

Question of Senator Grasslev: 

2. What are some examples of the costs to business and industry from abusive patent 
litigation and how would legislation help? 

Answer of John Dwyer: 

The costs of legal fees, settlements, and time are the most direct costs of abusive 
patent litigation. Patent cases are very expensive and an enormous distraction for 
companies in many sectors of our economy, and the recent dollar value of settlements is 
eye-popping. A 2012 study found that defendants and licensees paid non-practicing 
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entities (NPEs) $29 billion in 20 1 1 ; this is a 400% increase from 2005 . ' This follows a 
201 1 study that details fourteen NPEs earned approximately $7.6 billion from 2000 to 
2010, while the public companies targeted experienced a decline of $87.6 billion in 
shareholder value during the same period.^ 

By empowering NPEs to hold companies hostage, the system forces excess costs 
onto consumers, and ultimately deters companies from providing products and services. 
Consumers lose because they cannot access innovative products and pay more for what is 
available. For credit unions and other not-for-profit entities, the result is even more 
acute: any money spent on a patent claim is money that is taken out of the products and 
services for the members and communities these organizations serve. 

Legislation is necessary because, under existing law, incentives are misaligned. 
Companies face the choice of defending themselves through a costly and uncertain 
litigation process, or settle the claim by paying the NPE licensing fees. Meanwhile, the 
NPE has nothing to lose: since NPEs do not make anything, they are subject to little or no 
discovery costs, are often protected from counterclaims, can create shell companies to 
obscure details that may inform effective defense strategies, and can extract licenses 
through vaguely worded demand letters with postage the only substantial cost. The 
imbalance favors NPEs by incentivizing settlement even for meritless claims. Legislation 
is required to ensure innovation throughout all sectors of the productive economy can 
continue undeterred. 


' Bessen, James E., and Michael J. Meurer. "The Direct Costs from NPE Disputes." Boston University 
School of Law, Law and Economics Research Paper No. 12-34, June 28, 2012. 

^ Bessen, James E., Michael J. Meurer, and Jennifer Laurissa Ford. "The Private and Social Costs of 
Patent Trolls." Boston University School of Law, Law and Economics Research Paper No. 11-45, 
September 1 9, 20 1 1 . 
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Question of Senator Whitehouse: 

Many Rhode Island businesses have been the victims of patent troll abuse, 
receiving bad-faith demand letters and being forced to settle lawsuits or engage in costly 
litigation based on dubious patent claims. Small and medium-sized companies, many of 
whom do not have an attorney on staff, often do not have the resources to effectively 
fight patent troll abuse, which is why reforms such as prohibiting bad-faith demand 
letters and allowing manufacturers to stay suits against customers are necessary and 
appropriate. 

Large corporate defendants, on the other hand, may have additional resources at 
their disposal that could allow them to take proactive steps to combat abuses by patent 
trolls. Consideration of such steps should be included in the discussion of how to address 
patent troll abuses. 

Independent of legislation to reform the patent litigation system, what are some 
proactive steps that large corporations that are frequently defendants in patent suits could 
take to better defend themselves against patent troll abuses? In particular, please address 
the positive and negative aspects of the following potential actions: 

• Referring patent trolls and their attorneys who initiate frivolous lawsuits and 
fraudulent and harassing conduct to the appropriate law enforcement authorities 
and disciplinary bodies, including, in the case of attorneys, state bar disciplinary 
boards; 

• Pursuing equitable remedies, such as injunctions against future suits by trolls with 
a demonstrated record of frivolous litigation, fraud, and harassment; 
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• Pursuing Rule 1 1 sanctions against attorneys bringing frivolous suits; 

• Increased use of joint defense agreements; 

• Purchase of patent litigation insurance; 

• Increased licensing and purchase of relevant patents; and 

• Simply refusing to pay unjustified claims. 

Answer of John Dwyer; 

Credit unions, as member owned not-for-profit financial cooperatives that are 
among the smallest financial institutions in America, support prohibitions on bad-faith 
demand letters and provisions to allow manufacturers to stay suits against their 
customers. As is true for many small and medium-sized entities, my credit union does 
not have an attorney on staff, and the money and time spent on outside attorneys to 
evaluate and fight the patent claim brought against my credit union could be better spent 
doing almost anything else. 

We are not in a position to know how large companies can respond to patent 
litigation and demand letters, but we do note the following. We believe that the worst 
patent trolls should be referred to law enforcement and disciplinary authorities, and 
believe that Rule 1 1 should be used aggressively by defendants faced with frivolous 
litigation. We also believe that increased use of joint defense groups would reduce 
defense costs. 

However, especially at the demand letter stage, it is difficult for individual entities 
to know which trolls are the worst offenders, or determine who else has received a similar 
letter to make forming a joint defense group possible. It is the repeat actions of trolls that 
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often make it obvious which entities are engaged in abusive behavior, but an individual 
defendant generally has no way of knowing what the troll is doing to others. In theory, 
trade associations should provide some of the detail to bridge this gap. However, trade 
associations are often only aware of a fraction of the total assertions at the demand letter 
stage, as many entities tliat receive demand letters are reluctant to tell others they have 
been made targets of the troll. Trade associations, often many levels removed from the 
entities that receive demand letters, also necessarily lag months behind what a troll is 
doing day-to-day. 

This is why a demand letter registry would be a beneficial addition to the patent 
system. We believe that an entity that sends more than 1 0 to 20 demand letters in a 
single calendar year should be required to enter all letters into a registry that would be 
publicly available and maintained by a federal agency, perhaps the PTO or FTC. This 
would provide businesses that receive a demand letter with the ability to communicate 
with one another, which would allow the efficient formation of joint defense groups, 
would assist small entities in the identification of counsel, and could reduce defense 
costs. A registry would also provide the FTC with the information it needs to conduct 
enforcement proceedings against abusive trolls, and would also remove one of the biggest 
factors of intimidation - the fear that you, alone, are being targeted. 
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Responses of Michael Makin to questions submitted by Senators Leahy, 
Grassley, and Whitehouse 


Questions Of Senator Patrick Leahy (D-Vt.), 

Chairman, Senate Judiciary Committee 

Hearing on ‘‘Protecting Small Businesses and Promoting Innovation by Limiting Patent 
Troll Abuse” 

December 17, 2013 

Questions for Michael Makin. CEO of Printing Industries of America 

An increasing number of small businesses are being targeted for patent infringement b^ed on 
products they simply use or sell, but did not manufacture. What obstacles confront a small 
business trying to defend a patent claim when they simply purchased the product that is at issue 
in the suit? Do you agree that a product’s manufacturer is often best situated to address the 
issues of validity and infringement in a patent suit, and if so, why? 

When a small business faces a demand letter or lawsuit claiming infringement based on their use 
of a product they have purchased, there are a number of problems that they encounter when 
seeking to defend themselves. At the highest level, the most significant problem that we face 
centers around the lack of information, both about the patent being infringed and the allegedly 
infringing product. In the case of the patent being infringed, most demand letters contain little to 
no information about what the patent covers. Should we find ourselves in litigation, the initial 
pleading is no more helpful in determining the scope and breadth of the patent in question. In 
fact, most patent pleadings that we have experienced in the printing industry do little more than 
provide us notice of the suit. To that end, we believe that any reforms that the Senate Judiciary 
Committee considers should include provisions requiring the disclosure of additional information 
both demand letters and in patent legal filings. We believe that requiring this sort of information 
is consistent with both the spirit and intent of patent system. Namely, a patent holder is granted a 
limited exclusive right to invention on the condition of disclosing the metes and boimds of their 
invention so that the public is put on notice as to the nature of their invention. The obligation, 
though, to define the parameters of an invention should not end at the Patent and Trademark 
Office’s door, but should carry on throughout the life of the patent, including the submission of 
demand letters and in legal pleadings. This information is vital to a party facing potential 
litigation to allow them to make an informed decision as to whether to defend or settle. 

Additionally, it is imperative for a business facing a suit of this sort to know of any licensing 
agreements. Some of the most egregious cases currently pending in the judicial sy.stem are based 
on patents that have already been properly licensed by the manufacturer or distributor of a 
product. It is imperative for any business, but in particular small businesses with limited legal 
resources, to know this information at the outset so that we know to whom to turn and ascertain 
whether we are liable for any wrongdoing. 

With regard to que.stions of validity and infringement, we do believe that a manufacturer is best 
situated to handle these matters. The manufacturer has the greatest familiarity with any given 
product’s supply chain, including component parts of partners incorporated into the final 
product, and should have the relevant information necessary to address the legal and factual 
questions that arise as to the nature of infringement in many of these cases. That said, we do 
Aink that it is important for any proposed reforms that the Committee considers to account for 
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established bodies of law, including the value of contractual agreements and implications with 
collateral estoppel. 
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Hearing: “Protecting Small Businesses and Promoting Innovation 
by Limiting Patent Troll Abuse” 

Question for the Record of Sen. Sheldon Whitehouse 

Question for All Witnesses 

Proactive Action by Corporate Defendants 


Many Rhode Island businesses have been the victims of patent troll abuse, receiving had-faith 
demand letters and being forced to settle lawsuits or engage in costly litigation based on dubious 
patent claims. Small and medium-sized companies, many of whom do not have an attorney on 
staff, often do not have the resources to effectively fight patent troll abuse, which is why reforms 
such as prohibiting bad-faith demand letters and allowing manufacturers to stay suits against 
customers are necessary and appropriate. 

Large corporate defendants, on the other hand, may have additional resources at their disposal 
that could allow them to take proactive steps to combat abuses by patent trolls. Consideration of 
such steps should be included in the discussion of how to address patent troll abuses. 

Independent of legislation to reform the patent litigation system, what are some proactive steps 
that large corporations that are frequently defendants in patent suits could take to better defend 
themselves against patent troll abuses? In particular, please address the positive and negative 
aspects of the following potential actions: 

• Referring patent trolls and their attorneys who initiate frivolous lawsuits and fraudulent 
and harassing conduct to the appropriate law enforcement authorities and disciplinary 
bodies, including, in the case of attorneys, state bar disciplinary boards; 

• Pursuing equitable remedies, such as injunctions against future suits by trolls with a 
demonstrated record of frivolous litigation, fraud, and harassment; 

• Pursuing Rule 1 1 sanctions against attorneys bringing frivolous suits; 

• Increased use of joint defense agreements; 

• Purchase of patent litigation insurance; 

• Increased licensing and purchase of relevant patents; and 

• Simply refusing to pay unj ustified claims. 

The printing industry is primarily composed of small and medium sized businesses. On average, 
each printing plant employs 27 workers and ships $5 million worth of product annually. Rhode 
Island is a good example of this. There are just over 170 printing facilities in your state that 
employ a total of 3,300 workers. 

As such, I cannot speak to how multinational corporations are handling patent litigation, but I 
can tell you how we as a trade association have focused to better arm and educate our members 
as to the resources available to them to combat these sorts of cases. In so doing, we have had to 
adapt as an association and provide services to our members that until now they haven’t needed, 
including challenging the validity of one patent infringement case regarding Computer-to-Plate 
(CTP) technology. To challenge this validity at the US Patent Trademark Office (PTO), we first 
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had to allocate reserve resources as the association does not maintain a legal defense fund. From 
these reserves, the association spent approximately $100,000 to conduct all activities needed to 
petition the US Patent Trademark Office (PTO) as well as to provide guidance to affected 
printing companies. If a trial had been ordered, our legal bill would have skyrocketed. We also 
expended approximately 250 hours of in-house staff work. For an association our size, this 
caused a serious disruption, as some projects were left largely unattended while we worked on it. 
For example, we took a tliree-month hiatus from publishing our “Tech Alert” newsletter, an 
important method of communicating technology and research information to the industry. 

1 am disappointed to report that on Decemher 31, 2013, the Patent Trial and Appeal Board 
(PTAB) denied our petitions to review the validity of the two patents owned by CTP 
Innovations. There is no appeal available to us. CTP will undoubtedly request that the court lift 
the stays on the court cases. Companies could still seek a summary judgment against CTP based 
on patent invalidity using the prior art we uncovered supplemented with additional prior art. The 
Patent Office interprets patents broadly whereas courts are more likely to interpret them 
narrowly, thus the PTAB rulings don’t preclude success in court. Any company that can prove 
they were using a computer-to-plate workflow prior to the 1 999 patent filing dates should have a 
strong case. We are making all of the prior art we collected (including art not referenced in the 
petitions) will be made available, but we are back to square one: small businesses being forced to 
divert resources away from job creation, facility improvements, new equipment and other 
activities that contribute positively to the manufacturing economy. And, in the end, patent trolls 
have not been deterred from sending demand letters to even more of our member companies. 

In the limited time that we have been exposed to the inner workings of the patent litigation 
system, I have connected with a number of large companies who frequently partner with our 
industry or otherwise have decades of experience with the patent litigation system. It is my 
understanding that the call for patent litigation reform legislation was a last resort for many of 
these large corporations. They were facing mounting legal costs and limited to little success with 
the potential alternative defenses, including those listed. I understand that it was well over a 
decade ago in 2003, when the National Academy of Sciences issued a report on the state of the 
patent system and series of legislative and administrative recommendations, that many of these 
large corporations thought that reform was even a possibility. Despite this and a series of other 
studies and reports that have followed since then reiterating the need for reform to the patent 
litigation system, these large companies often engaged in intellectual property issues, and now 
small businesses — like commereial printers, have sought any creative and alternative avenue 
possible to fight these suits. Most recently, this has included filing RICO actions, which is a path 
Cisco attempted within the past year, to expose the true nature of these businesses and keep them 
from going after end-users. All of these efforts, though, have seen limited success, primarily 
because the current laws do not provide the courts with sufficient flexibility to find against trolls. 
This may seem obvious to say but to disincentivize abusive patent litigation, you have to remove 
the current systematic incentives to abuse. These are ingrained in the very words of the current 
patent law, which ironically now run counter to the patent system’s spirit. Taking into 
consideration that all previous efforts to use existing mechanisms has seen limited success, we 
believe that legislative action directed at the systematic abuses is the only way that we can 
effectively address this problem. 
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Senator Grassley’s Written Questions for Senate Judiciary Committee 
Hearing, "Protecting Small Businesses and Promoting Innovation by 
Limiting Patent Troll Abuse," December 17, 2013 

Questions for Mr. Makin 

1. Over the past two years, there have been a number of studies seeking to 
approximate the economic impact of abusive patent suits. I know that you 
can't disclose numbers, but could you share with the Committee an 
approximation of how much patent litigation makes up of your total litigation 
budget and whether that is primarily devoted to initiating or defending suits? 

Printing Industries of America does not have a standing legal defense fund for 
patent litigation. In fact, our association has been in the same boat as many of 
our member companies essentially as we have spent time and money learning 
about the abusive patent litigation process over the past year. As I stated in 
my testimony there are at several known patent infringement actions 
targeting our industry. As a national association, we believed it was important 
to lead the battle in defense our members - but we were only able to afford to 
target one of these cases (Computer-to-Plate or CTP technology]. In taking 
action against patent trolls in just one instance, we as an association we spent 
approximately $100,000 to conduct all activities needed to petition the US 
Patent Trademark Office [PTO] as well as to provide guidance to affected 
printing companies. If a trial had been ordered, our legal bill would have 
skyrocketed. 

We also expended approximately 250 hours of in-house staff work. For an 
association our size, this caused a serious disruption, as some projects were 
left largely unattended while we worked on it. For example, we took a three- 
month hiatus from publishing our "Tech Alert" newsletter, an important 
method of communicating technology and research information to the 
industry. 

Understanding the process of petitioning the PTO to review the patent for 
validity was daunting, but ultimately we figured out the process and went 
through the proper steps. Unfortunately, both of our petitions were denied. It 
is not out of the question that our lack of expertise in filing petitions 
contributed to the denial. To that end, we are currently paying yet another law 
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firm specializing in patent issues to review our process and make 
recommendations on how we might be more successful in the future. 

2. What do you believe are the most promising proposals currently being 
considered by Congress that would help deter abusive activity in the patent 
system? 

The printing industry is in a unique position when answering this question 
given the nature of the suits we face. First, we think that is it important that 
any proposed reforms that the Senate Judiciary Committee and the Senate 
consider should address the growth of so-called "end user suits." These 
provisions would include requiring more disclosure in demand letters and 
providing for a robust customer-stay provision to enable an original 
manufacturer to more easily intervene in a suit. We appreciate the work that 
the Chairman and Senator Lee have done thus far on these matters. That said, 
we do think that only considering the "end user” provisions would be like 
treating the flu with a tissue. We believe that any legislative package that the 
Committee takes up that purports to address the rise of abusive patent 
litigation must include reforms to the patent litigation system such as those 
included in S. 10 13, the Patent Abuse Reduction Act. Specifically, we think it is 
imperative that legislation include strong pleading requirements to ensure 
that a party facing a suit knows who is bringing a suit and what is actually 
being infringed. Further, we think it is important to reduce the overall cost of 
abusive litigation by rebalancing the economic burden of discovery demands. 
Under the current system, there is nothing to disincentivize making exorbitant 
demands for information that serve no other purpose but to drive up the cost 
of litigation in an effort to compel settlement. 

Finally, we think end users should have a robust defense against abusive 
patent claims through an expanded, permanent Covered Business Method 
(CBM) review, as Senator Schumer has called for in his legislation. 

3. What are some examples of the costs to business and industry from 
abusive patent litigation and how would legislation help? 

As I outlined in my testimony, there are numerous economic impact studies 
on how predatory and damaging patent trolling is to the economy at large. 
Data gleaned by a study commissioned by the US Government Accountability 
Office found trolls now account for almost 60 percent of patent infringement 
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lawsuits in America. In 2011, patent troll activity cost the US economy $80 
billion dollars and productive companies made $29 billion in direct payouts. 
For our industiy, the dollars add up fast. As you know, the average printing 
company employs just 27 workers - none of which I can virtually guarantee 
are in-house attorneys. So, the first reaction most of our members report is 
contacting a local attorney. Keep in mind, these are printers in small towns in 
Iowa and across the country - a local attorney is rarely a patent litigation 
expert. A common theme we heard when talking to our member companies is 
frustration wltb the outlay of upfront legal fees they were forced to spend just 
to understand a threatening demand letter. As a printer in Texas told us, "We 
paid our own attorney to review the letter. We then paid into a joint legal fund 
created by Printing Industries of America. We also joined a group defense 
through a law firm in Dallas." It really exemplifies the protection small 
printers - or small business owners - feel they must pay for just to determine 
the validity of the claim against their companies. 

There are also operational costs specific to the printing industry. For example, 
direct mailing is a bread-and-butter service offered by printing companies. 

One patent infringement currently pursued by patent trolls relates to 
technology that produces "Intelligent Mail Barcodes” (IMB) on mail. This is the 
barcode on an envelope below the recipient address on postal mail. It contains 
the mail recipient's address, zip code and the mailer ID; this information 
allows for more efficient processing and quality mail delivery by the United 
States Postal Service (USPS). It enhances the overall value of mall and mail 
volume, which is critical to a cash-strapped USPS. Beginning in January 2013 
and through January 2015, printers/direct mailers have been able to earn 
automation price discounts through 1MB compliance. Printers have Invested 
in software necessary to produce this "intelligent mail" and to qualify for 
automation pricing. Should patent trolls successfully chill the move to IMB 
compliance, it will hurt our member companies seeking to innovate, tbeir 
customers, and, ultimately, the nation’s postal system. 

We believe that Section 5 of S. 1720 that is directed at fraudulent or 
misleading patent demand letters would be a huge help in eliminating much of 
these legal costs for our member companies. We also believe that legislative 
proposals addressing the Issues of heightened pleading requirements, patent 
quality and more transparency of patent ownership would also help reduce 
these costs. Overall, deterring the patent troll behavior up front would protect 
small printers from having to divert resources that would be better spent on 
biring workers, reinvesting in company facilities and equipment, and other 
behaviors that actually contribute positively to the manufacturing economy. 
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Responses of Dana Rao to questions submitted by Senators Leahy, Geassley, 

AND WHITEHOUSE 


Questions Of Senator Patrick Leahy (D-Vt.)? 

Chairman, Senate Judiciary Committee 

Hearing on “Protecting Small Businesses and Promoting Innovation by Limiting Patent 
Troll Abuse” 

December 17, 2013 


Questions for Dana Rao. VP of Intellectual Property & Litigation for Adobe 

1) Asa manufacturer, Adobe has challenged some patent assertion entities that have sued 
Adobe’s customers for their use of Adobe products. In your testimony, you reference the 
difficulties Adobe has sometimes faced trying to “stay” lawsuits againsf its customers while it 
litigates the merits of the infringement suit. 

What are the advantages of obtaining a stay in these cases, and what are some of the potential 
effects for Adobe or its customers when a stay is denied? Would the customer stay provision in 
S.1720 help Adobe to take action when its customers are being targeted in infringement suits? 

Due to patent trolls’ increased focus on ciBtomers as their preferred choice of target, a 
manufacturer is now faced with defending its product in several jurisdictions instead of one. 
Defending in multiple jurisdictions on the same patent for the same product is expensive and 
umiecessary. Instead, manufacturers like Adobe would prefer to address the common issues in a 
single forum. This minimizes costs on the customer and the manufacturer. In addition, the 
patent holder is able to litigate its common issues in one forum, minimizing its costs as well. 
WTien stays are denied, the same action now proceeds in multiple jurisdictions. This significantly 
increases the burden on the defendant. Businesspeople and engineers have to appear as witnesses 
in multiple courts, impacting the ability of the defendant to conduct its ordinary business. 
Discovery proceeds redundantly and expensively for all of the cases. Different rulings of the 
courts will cause uncertainty about the scope of the patent and its applicability, leaving the 
resolution unsettled for both parties. All of these factors increase the pressure on the defendant 
to settle these meritless lawsuits. This pressure is a tactical advantage for the plaintiff, and is 
being purposefully leveraged today by the patent troll. S. 1 720 provides a procedure to 
accomplish these goals by requiring a court to grant the stay under certain conditions. If the 
conditions are met, the stay must be granted. The stay can be lifted if the patent holder can make 
the appropriate showing in the new forum. This common sense process will help defendants 
manage the costs of their litigation docket. In addition, consolidating similar cases into one case 
will also maximize the use of our limited judicial resources. While this is an excellent provision 
to help minimize costs where manufacturer suits are involved, Adobe notes that a strong fee 
shifting provision is necessary to establish the deterrent required for all troll cases. The same 
pressure faced by end user defendants in the manufacturer cases are faced by the end users when 
sued directly by the patent trolls. 

2) A number of commentators have raised concerns about the quality of patents in the 
software industry. The Leahy-Smith America Invents Act created several important mechanisms 
to improve patent quality, and the Patent & Trademark Office (PTO) is also undertaking efforts 
to improve its process for granting patents. 
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What are your views on how these processes ate working? What more can or should be done by 
Congress, the courts, or the PTO to improve the quality of patents that are issued? 

Adobe believes that the PTO’s efforts with the Software Roundtable and the AlA’s post-grant 
procedures are important components to improving the quality of patents. More important than 
any of those measures, however, is full funding of the PTO. Ensuring we have adequate 
resources to search, reject, and approve patents is the most important factor in strengthening 
patent quality. In addition to full funding, proposals on improving software patent quality 
through use of specific common technical dictionaries, requiring claim charts in prosecution to 
show support for claim elements, and expanding the sources of prior art available to examiners 
are all valuable components of patent quality improvement. However, we believe that the current 
patent troll problem that we are trying to solve is not driven merely by poor quality patents. 
Rather, these problems are being driven by the asymmetric costs of litigation. Knowing that it 
will cost a defendant millions of dollars to defend itself in patent litigation, a plaintiff can choose 
any patent with which to bring a lawsuit. Any patent will do, since the goal is to avoid reaching 
the merits. As long as this imbalance exists, the problem of patent trolls, opportunists seizing on 
the disproportionate costs created by the patent litigation process, will continue. To combat the 
patent troll, we need to couple improvements in patent quality with reform to our patent litigation 
process. Fee shifting and reducing the costs of patent discovery are the two most important 
components of that solution. 



247 


Hearing: “Protecting Small Businesses and Promoting Innovation 
by Limiting Patent Troll Abuse” 

Question for the Record of Sen. Sheldon Whitehouse 

Question for All Witnesses 

Proactive Action by Corporate Defendants 

Many Rhode Island businesses have been the victims of patent troll abuse, receiving bad-faith 
demand letters and being forced to settle lawsuits or engage in costly litigation based on dubious 
patent claims. Small and medium-sized companies, many of whom do not have an attorney on 
staff, often do not have the resources to effectively fight patent troll abuse, which is why reforms 
such as prohibiting bad-faith demand letters and allowing manufacturers to stay suits against 
customers are necessary and appropriate. 

Large corporate defendants, on the other hand, may have additional resources at their disposal 
that could allow them to take proactive steps to comhat abuses by patent trolls. Consideration of 
such steps should be included in the discussion of how to address patent troll abuses. 

Independent of legislation to reform the patent litigation system, what are some proactive steps 
that large corporations that are frequently defendants in patent suits could take to better defend 
themselves against patent troll abuses? In particular, please address the positive and negative 
aspects of the following potential actions: 

• Refening patent trolls and their attorneys who initiate frivolous lawsuits and fraudulent 
and harassing conduct to the appropriate law enforcement authorities and disciplinary 
bodies, including, in the case of attorneys, state bar disciplinary boards; 

• Pursuing equitable remedies, such as injunctions against future suits by trolls with a 
demonstrated record of frivolous litigation, fraud, and harassment; 

• Pursuing Rule 1 1 sanctions against attorneys bringing frivolous suits; 

• Increased use of joint defense agreements; 

• Purchase of patent litigation insurance; 

• Increased licensing and purchase of relevant patents; and 

• Simply refusing to pay unjustified claims. 
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Thank you for the opportunity to respond to these important questions. Initially, we 
would remark that we believe that the problems affecting Rhode Island are faced by 
businesses throughout the country, and faced by many of Adobe’s customers. 

We also have provided comments on your specific bullet points below: 


• Referring patent trolls and their attorneys who initiate frivolous lawsuits and fraudulent 
and harassing conduct to the appropriate law enforcement authorities and disciplinary 
bodies, including, in the case of attorneys, state bar disciplinary boards; 

o While demand letters themselves may qualify for prosecution as a 
deceptive practice, behind the threat of a letter is a lawsuit, and there is 
little that either the state Attorney Generals’ offices or the state bars can 
do to prevent a lawsuit. Notifying the appropriate state agencies and state 
bars is certainly a tool that could be used by large company defendants 
who have the resources to build multi-prong defenses. In a situation 
where a patent troll never sues and only engages in a deceptive letter 
writing campaign, it is possible that referral to a state Attorney General’s 
office would be effective. However, it is unlikely that a Federal patent court 
action will be stayed by referring the letter writing conduct to a state 
attorney general’s office. In addition, the burden of proof required to show 
the type of conduct necessary to initiate discipline from a bar is quite high 
and would require significant additional resources from the small business 
defendant. Given those limitations, we believe it is essential that we 
address the unique problems of the patent litigation process by removing 
the incentive to bring meritless suits. This would provide a longer lasting, 
more effective, and more efficient solution, it is important to note that 
Congress did already recognize this problem when it enacted a fee 
shifting provision into the patent law. However, given the crisis we are 
seeing today, it is time to strengthen that law to further discourage 
meritless lawsuits, with a balanced provision that still ensures legitimate 
patent holders have access to the courts, 

• Pursuing equitable remedies, such as injunctions against future suits by trolls with a 
demonstrated record of frivolous litigation, fraud, and harassment; 

o It is not clear that this is a viable cause of action under current law. It may 
be possible to obtain an agreement from pursuing future litigation as a 
settlement for avoiding a fine or sanction, but it isn’t clear that an equitable 
remedy is available for this behavior. If possible, we would welcome a bill 
introduced that creates this cause of action. However, there may be 
constitutional issues barring a troll from filing a lawsuit based in past 
behavior. Given those issues, it is imperative that we implement the 
current proposals in Senators Leahy’s, Lee’s, Cornyn’s, and Hatch’s bills. 

It is time to act and provide real solutions to this unique but vital area of 
our economy. 

• Pursuing Rule 1 1 sanctions against attorneys bringing frivolous suits; 

o This is a current remedy available to us. However, it is our experience that 
Rule 1 1 sanctions are rarely granted from this type of behavior. Typically 
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the reasons for denial are similar to the reasons for denial of fees shifting: 
it is difficult for a court under the standard to determine, in a patent case, 
that the plaintiffs position was frivolous. This difficulty is exactly why we 
need to change the patent law to have the presumption of fees being 
shifted to the prevailing party. Only in that instance will fee shifting be an 
effective deterrent against the abuses of the patent litigation system. 
Forcing the patent holder to have a reasonable position before bringing a 
patent lawsuit will enable legitimate patent holders to seek redress and 
minimize the number of meritless suits. In addition, providing fees that 
would be awarded for poor defendant conduct will also help the plaintiffs 
and would increase the likelihood that plaintiffs will be able to find 
representation, given the value of those shifted fees. Unfortunately, 
relying on Rule 11 sanctions to solve the patent troll problem would, in our 
opinion, merely see the continued growth of the patent troll problem 
plaguing our businesses. 

• Increased use of joint defense agreements; 

o In our opinion, joint defense agreements are used in every possible 

instance that they can today, to help minimize costs. The value of this tool 
is currently being maximized, and, unfortunately, the problems of patent 
troll abuse continue to grow. 

• Purchase of patent litigation insurance; 

o It is not clear insurance solves this problem. Insurance is a cost-shifting 
exercise, and by providing patent trolls a large, well-funded, source of 
settlement may actually encourage their current behavior. Instead, we 
need to address the root of the problem. We must restore balance to the 
patent litigation process by removing the incentives that exist today that 
are attracting these opportunists into the patent area. Once we remove 
those bad actors, legitimate patent holders will find it easier to file their 
cases, and there will be more judicial resources to hear those legitimate 
cases. 

• Increased licensing and purchase of relevant patents; and 

o Currently many companies are parts of consortia to license and acquire 
patents. Adobe certainly believes in licensing and acquiring valuable 
intellectual property rights that will benefit its business. We license and 
acquire relevant patents regularly. However, we do not believe it is an 
appropriate solution to require companies like Adobe to pay for meritless 
claims. The patent suits brought by the patent trolls are based on patents 
that have little value. Leveraging the high costs of defense, they are 
forcing companies to settle for patents that they do not need. This practice 
must stop. 

• Simply refusing to pay unjustified claims. 

o Currently Adobe does litigate troll cases. This is a strategic decision by 
Adobe because we do not believe giving into extortion is an effective 
response. The extortionist will simply come back for more. However, the 
vast majority of small businesses being affected by this behavior do not 
have the resources to defend themselves against this type of behavior. 
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That is why we need to change the incentives of the patent litigation 
system and also reduce the overall cost of the patent litigation system so 
patents can be tried and heard on their merits, and are not being used as 
a tool to take advantage of the high cost of defense. 
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Senator Grassley's Written Questions for Senate Judiciary Committee 
Hearing, "Protecting Smaii Businesses and Promoting Innovation by 
Limiting Patent Troll Abuse,” December 17, 2013 


Questions for Mr. Rao 

1. What do you believe are the most promising proposals currently being 
considered by Congress that would help deter abusive activity in the 
patent system? 

a. The problem we are facing is largely a result of opportunists 
taking advantage of a particular asymmetry in patent litigation, 
and to the harm of real world businesses. The high cost of patent 
litigation, and its complex nature , allows patent trolls to acquire 
meritless patents, initiate a suit, and extort settlements from 
defendants who don’t have the expertise or resources with which 
to defend themselves. This is an outcome of the nature of our 
current patent litigation process, and is best, and most effectively, 
addressed with targeted reforms designed to restore balance to 
that system. Strengthening the current fee shifting standard in 
patent litigation as described in Senators Cornyn’s and Hatch’s 
bills would help fulfill the promise of the existing fee shifting 
provision. We can also craft this language to ensure that 
legitimate small inventors are still able to use the patent system to 
gain their day in court. Providing the courts the ability to ask for a 
bond unless a bond will burden a small inventor’s non-patent 
activity, or would burden a university or named inventor, will 
help deter the patent troll threat from the beginning. In addition, 
we should implement targeted reforms that will lower the cost of 
patent litigation, which is good for both sides. As specified in 
Senator Cornyn’s bill, requiring that initial pleadings have a 
minimal amount of information (e.g..a theory of infringement, 
naming the accused products, identifying particular Infringing 
claims] will help make patent infringement more cost-effective. 
Delaying discovery on all issues except claim construction helps 
patent holders and patent defendants limit costs until it appears 
necessary to go forward. Finally, as discussed in Senator Leahy's 
bill, ensuring that customer suits are stayed in favor of 



252 


manufacturer actions proceeding on the same patent and 
products helps both the customer and judicial economy. 

2. As noted by some of the witnesses, the Supreme Court is poised to 
address some of your patent abuse concerns, such as the correct 
threshold for fee-shifting. In your opinion, should Congress wait to see 
what the Court does first? How would fee shifting change the incentives 
and dynamics in patent litigation? 

a. Adobe believes it is entirely appropriate for Congress to 

strengthen the existing fee shifting standard in 35 U.S.C. 285. It is 
for the courts to "say what the law is." It is up Congress to answer 
policy questions and set the appropriate standards to achieve 
those goals. In this case. Congress has identified a problem with 
patent troll abuse of the patent litigation process, and therefore 
should act to restore balance to that process. As noted above, 
opportunists are taking advantage of the high cost of patent 
litigation to seek meritless settlements from businesses big and 
small across the country. If a patent troll knew there was a 
likelihood it might have to pay the fees of a defendant, if the 
patent troll’s position lacked merit, the patent troll would have to 
think twice before bringing a meritless lawsuit. 

Patent holders, like Adobe, typically review their patent claims for 
quality and relevance before bringing suits against their 
competitors. They know that a patent litigation is a serious 
matter, and should be commenced with integrity and respect for 
the process. In addition, they know that a competitor may file a 
counter-claim against the plaintiff Therefore, the plaintiff has an 
incentive to make sure that their complaint is based on 
reasonable, verified positions. A patent troll plaintiff has no such 
disincentive, since it faces no threat of counter-claim. Therefore, 
Congress must place a disincentive in the statute. 

The current fee shifting standard requires that fees be shifted in 
"exceptional” cases. This is a very high standard, rarely met. 
While we hope the Supreme Court will lower the standard for 
"exceptionality", they cannot read the word out of the statute. 
More importantly, we need to change the presumption of fee 
shifting. Today, a patent troll collects hundreds of settlements 
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from defendants, and then walks away from cases pushed to the 
merits. Under current law, fees cannot be shifted against the troll 
because, since the merits were not reached, a court has no basis to 
find that the troll's position was not exceptional. If we use the 
standard in Senator Cornyn's bill, the presumption shifts such that 
fees are awarded to the prevailing party, and a patent troll settling 
before reaching the merits could not prove that it has a 
substantially justified position. Adopting this new standard will 
end the practice of bringing meritless lawsuits seeking hundreds 
of settlements and walking away before reaching the merits. The 
Supreme Court cannot change this presumption by reviewing 
existing law. Therefore, Congress should enact the language in 
Senators Cornyn’s and Hatch's bills to address this problem. 

3. Isn't fee shifting in the Patent Act already? What is wrong with the 
current statute that provides for fee shifting? 

a. The Patent Act already has its own specialized fee shifting 

provision, in Section 285. As described previously, we believe the 
current standard is insufficient to act as the deterrent for which it 
was intended. Patent trolls can file a suit and walk away before 
reaching the merits without ever facing the threat of fee shifting, 
in today’s law. We must change the presumption such that fees 
are shifted to the prevailing party unless the non-prevailing party 
has a reasonable position in law or fact. That allows the court to 
shift fees against meritless troll lawsuits without question, and 
enables courts to withhold fee shifting when the plaintiffs are 
bringing legitimate patent claims. 

4. How much does Adobe spend each year on patent troll litigation, and 
what is the impact of such spending on consumers and Adobe 
investment in the United States? 

a. While we prefer not to disclose the exact amount, as a trade secret 
of Adobe, we will say we spend millions of dollars and the highest 
percentage of our overall legal budget on defending ourselves 
against patent troll litigation. 

b. Adobe is a business, and costs and profits factor into the pricing of 
the products we sell, as well as in our hiring and investment 
decisions. Over my career 1 have had conversations with business 
owners where the question was regarding paying a patent troll a 
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license fee or hiring [or letting go] an employee. Patent troll 
litigation has real world consequences, for real people. In 
addition, when we pay those license fees, or defense costs, as a 
business, those costs are incorporated into our overall cost 
structure, and thus become part of our product pricing strategy. 
Every dollar we are spending on defense costs and inappropriate 
license fees are dollars we are not investing in jobs, product 
development, or employee benefits. This is not good for Adobe, 
consumers, or our economy. 

5. What are some examples of the costs to business and industry from 
abusive patent litigation and how would legislation help? 

a. As discussed above, Adobe is a business, and costs and profits 
factor into the pricing of the products we sell, and in our hiring 
and investment decisions. This is not good for Adobe, consumers, 
or our economy. The patent bills introduced by Senators Hatch 
and Cornyn would provide an effective deterrent to patent troll 
litigation. If we can eliminate the meritless patent troll litigation, 
businesses can repurpose those dollars back into investments. In 
addition, if we can reduce the number of these meritless patent 
suits, it also frees up sorely needed judicial resources to focus on 
the substantive patent lawsuits that are seeking to redress 
legitimate patent rights. 


6. How much of a difference would increasing funding to the Patent and 
Trademark Office make in addressing the patent troll problem? Would Adobe 
be willing to pay more for its own patent applications, to help fund the Patent 
Office better? 

We believe that the PTO serves a vital role in helping address the 
patent troll problem by providing rigorous examination at the front end 
of the patent process. We believe that if the PTO were able to receive all 
of the user fees paid into it, those funds would be adequate to support 
the objective of issuing high quality patents. However, the patent troll 
litigation we are facing is the outcome of a problem in the patent 
litigation process. In our experience, for a patent troll that is not looking 
to have its patent reviewed on the merits, any patent will do. The nature 
of the patent almost does not matter. Therefore, funding the PTO alone 
will not solve the patent troll problems we are facing today. The 
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problems we are facing are patent litigation problem, and require a 

patent litigation solution. 

7. In his prepared statement, Mr. Dickinson suggested that it might not be 
necessary for Congress to focus on the rules and procedures in patent 
litigation to curb the abusive practices of patent trolls. He testified, "In point 
of fact. . . many of these practices— sending a multiplicity of demand letters 
containing vague allegations and minimal information, with persistent but 
relatively modest settlement terms, and apparently with little preparation for 
actually bringing a lawsuit— may have less to do with abusing the rules and 
procedures in patent litigation per se than they have to do with consumer fraud 
and deceptive trade practices arising from the demand letter ...Law 
enforcement has developed measures to deal with such wrongdoers . " Do you 
agree? Please explain why (or why not) Congress, rather than another 
enforcement body, should address the patent troll issue. 

Behind every demand letter is a threat. The threat is that the letter 
writer will bring a lawsuit. The lawsuit is built on the premise that it will cost 
far more to defend your valid position of non-infringement or invalidity than 
it would be to merely pay the settlement requested. While we believe that 
state attorney generals can improve the quality of these letters, and force 
better disclosure, we do not believe the underlying threat of patent trolls will 
dissipate by fixing this one aspect of the problem. 

8. In his prepared statement, Mr. Bossone said regarding the deferral of 
discovery provisions in S. 1013 and H.R. 3309, ''[Tjhese provisions would 
routinely defer merits discovery in virtually all patent cases until after the court 
issues a claim construction order. While there undoubtedly are cases in which 
such discovery deferrals are appropriate, doing so as a general rule would 
effectively bifurcate discovery on the merits in most cases and tend to prolong 
patent litigation by 9-12 months, if not longer, across the board. Such delays 
would accrue even in routine patent litigation that does not involve meritless 
claims, small businesses defendants, or "patent trolls"... In my opinion, these 
proposals are too rigid and interfere unduly with the responsibility and 
authority of district courts to manage patent litigation in a case-specific 
manner." Do you agree? Do you believe these provisions would result in 
added delays or otherwise would unduly interfere with the court’s ability to 
manage patent litigation? 
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We believe it is appropriate for Congress to review patent litigation 
practices and determine a "default” position that will minimize the costs of 
litigation for both sides. In this case, every patent case must have its claims 
construed, according to the Federal Circuit jurisprudence. Given that 
requirement, and the fact that noninfringement and invalidity defenses cannot 
be built until such claim construction orders are received, we believe that 
early Markman hearings are appropriate, as the default rule, in patent cases. 
Staying discovery on other aspects of the case until that hearing will save both 
sides expense. It is our experience that cases can settle, be disposed of with 
summary judgment motions, or stipulated for appeal, once both parties 
understand the scope of the patent. Until claim construction occurs, plaintiff 
patent trolls can abuse the process by asking for broad discovery on all the 
defendant's products and all of their finances because the plaintiff patent troll 
has not been forced to say what their patent means. If discovery was stayed 
until after Markman, not only would a good percentage of patent cases go 
away without ever needing any more discovery (because of settlement, and 
the vast majority of patent cases settle), the ones that go forward will go 
forward with narrow and more targeted discovery, reducing the cost of 
prosecuting the case for both sides. It is important to realize that lowering the 
costs of reaching the merits is a significant benefit to small inventors, who do 
not have the resources of their large company targets to withstand a 
protracted litigation. In addition, Adobe would support any discovery 
sequencing provision to have sufficient discretion given to the courts to take 
discovery out of sequence as appropriate, on motion by the parties. It is 
Important not to important a too rigid process, as we agree that one size does 
not always fit all. However, it does make sense to set forth a default standard 
that will minimize expenses for the vast majority of the cases, and allow for 
diversions from that practice as it makes sense. 

9. In your opinion, does the recent rise in patent litigation encourage 
innovation? 

This is no evidence that patent troll litigation encourages innovation. 
And there is certainly good reason to believe it is discouraging innovation. 
Over half of the patent troll litigations are targeted at small businesses and 
entrepreneurs who cannot fund their business and pay these trolls. This is 
having a real impact on those businesses and they are often the most 
innovative section of our economy. Imposing this high cost on some of our 
brightest innovators is a poor way for a country to position itself for long term 
success. We must act now to reduce the cost of these meritless patent suits. 
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and free up those dollars spent in defending against those suits to he 
reinvested in jobs, innovation, and our economy. 
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Responses of Philip Johnson to questions submitted by Senators Leahy and 

Whitehouse 


Questions Of Senator Patrick Leahy (D-Vt), 

Chairman, Senate Judiciary Committee 

Hearing on “Protecting Small Businesses and Promoting innovation by Limiting 
Patent Troll Abuse” 

December 17, 2013 

Questions for Phil Johnson, VP of Intellectual Property at Johnson & Johnson 
and member of the Coalition for 21st Century Patent Reform 

Senator Leahy’s Question #1: 

You have expressed concern that some efforts to address the problem of patent trolls 
may have unintended consequences for legitimate patent holders seeking to protect 
their rights. What do you think are the most promising strategies for addressing abusive 
conduct by certain actors, without unduly burdening legitimate patent holders? 

Mr. Johnson’s Answer to Question #1: 

The most promising legislative strategies now under consideration for addressing 
abusive patent litigation behavior are; (a) providing for stays of suits brought against off- 
the-shelf retailers and customers who are using the purchase products as intended by 
the manufacturer; (b) providing for the FTC to treat faise and deceptive assertions of 
patents as an unfair trade practice; (c) providing for disclosures in infringement 
proceedings of information relating to those with a financial interest in the patent(s) 
being asserted, and to the USPTO relating to assignments that result in changes in the 
ultimate parent entity; (d) making corrections to the America Invents Act so that the 
post-grant PGR and !PR proceedings established to allow for public challenges of 
patents will work as originally intended, and (e) if not mooted by the Supreme Court in 
the meantime, relaxing the applicable standard for awarding attorney fees to prevailing 
parties in patent cases. The Coalition for 21st Century Patent Reform (“21 C”) believes 
that through careful, targeted drafting, each of these strategies may be crafted into 
provisions that deter or punish abusive behavior while avoiding undue burden on patent 
holders seeking to protect their rights. 

An example of such successful drafting is found in the transparency provisions of 
Section 3 of the Leahy-Lee bill, S.1720. Section 3 ensures that appropriate information 
concerning the ownership of patents is disclosed in court proceedings and to the United 
States Patent and Trademark Office. In court proceedings, the provision requires that 
every party asserting a patent disclose to the court and the other parties certain 
information relating to all persons holding a financial interest in the asserted patent, 
while allowing confidential information related to those disclosures to be governed by an 
appropriate protective order. Section 3 of the Leahy-Lee Bill further assures that 
assignments of all substantial rights that result in a change to the ultimate parent entity 
of any patent issued on or after the date of the act "shall be recorded in the Patent and 
Trademark Office within 3 months of the assignment.’’ This provision further contains 
measured penalties for non-compliance that are limited to the loss of the patent owner’s 
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right to collect enhanced damages or attorney fees in a subsequent litigation “with 
respect to infringing activities taking place during any period of noncompliance” and to 
an award “to the prevailing accused infringer [of] reasonable attorney fees and 
expenses incurred in discovering any previously undisclosed ultimate parent entities in 
the chain of title.” Together, these transparency provisions will ensure that appropriate 
information concerning patent ownership is made available, while not unreasonably 
burdening the inventor community. 

Other proposed changes in the Leahy-Lee bill similarly make corrections to the 
estoppel, claims construction and double patenting aspects of the America Invents Act 
that will allow this Act to work as intended, and should be passed as drafted. 

The 21 C also supports the concept of a customer stay provision that would allow a 
manufacturer or supplier to intervene in patent infringement actions brought against 
certain resellers and/or end users. Discussions with affected stakeholders have 
revealed that the fewest unintended consequences will result if such a provision is 
limited to stays of suits against “off-the-shelf resellers who do not alter or modify the 
product in any way, and to end users who do nothing more than use the accused 
products as instructed or clearly intended by their manufacturers. Proposals that would 
reach further up the supply chain have proven to be problematic, risking the disruption 
of previously negotiated bargains that determine where the risk of defending against 
allegations of patent infringement lies. 

Appropriate provisions to allow the FTC to address abusive demand letter behavior are 
also achievable, but run the risk of serious disruption to the business of innovation if not 
(a) cabined to apply only to statements that are clearly false or deceptive at the time 
made, (b) limited to situations where the demands are widespread, where hundreds or 
thousands of unrelated entities are blanketed with such demands, (c) a preemption of 
potentially burdensome and conflicting state legislation on the same subject, and (d) 
accompanied by safe harbor provisions that will ensure that legitimate patent notice, 
licensing, marketing and assertion activities will not be affected. 

As I have explained in my written and oral testimony, other suggested approaches to 
the problem of abusive patent litigation behavior would bring with them unintended 
consequences which outweigh any benefit they might achieve. Proposed heightened 
pleading requirements, for example, will do little or nothing to deter the abusive filing of 
patent cases, but will bog down many meritorious claims in motion practice relating to 
the sufficiency of the pleadings and/or the need to amend them, thereby delaying the 
merits phase of the litigation while driving up litigation costs. This additional delay and 
expense will only add to the leverage that abusive plaintiffs will then use to coerce 
higher settlements in view of the anticipated higher costs of a successful defense. 

Proposals to require courts to delay merits-based discovery pending claim construction 
will similarly lengthen patent litigation and drive up its cost, also strengthening the hands 
of abusive patent plaintiffs, especially in cases where other issues exist which could 
have led to an early case disposition. The proposed discovery stays will be especially 
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injurious to patent owners who have been manufacturing and/or marketing products, the 
sales of which are being hurt by infringing competition. With merits-based discovery 
being stayed for a year or more while the court and parties wrangle over the meanings 
of patent claim terms, patent owners will suffer substantial continued losses of sales 
and market shares, and of the jobs that depend on them. Recognizing that the vast 
majority of patent cases do not involve assertions by non-practicing entities, the nature 
and timings of initial disclosures, discovery, dispositive motions, exchanges of 
contentions, filings of expert reports, Markman hearings and other pre-trial procedures 
should all be left to the sound discretion of the courts, which are best positioned and 
experienced to tailor each proceeding to achieve a just and expeditious result. 

While several reasonable proposals have been introduced for allowing attorney fees to 
be shifted to non-prevailing parties, issues remain concerning how to deal with the 
circumstance where the non-prevailing party is unable to satisfy such an award. Of the 
three suggested approaches to this problem - Joinder, bonding, or imposing contingent 
liability upon related persons - only the third has the potential of achieving its intended 
purpose of deterring abusive conduct without unduly burdening patent owners seeking 
to press meritorious claims. 

Mandatory joinder of parties with tangential financial interests in the asserted patents 
would equally impose burden and expense on interested affiliates of the vast majority of 
patent owners who are seeking to press meritorious claims, while being easily avoided 
by persons whose design is to pursue abusive assertions. As a result, such joinder 
provisions will do little or nothing to solve the problem sought to be addressed, and will 
impose undue burdens on many innocent persons. 

The imposition of bonding requirements on certain classes of plaintiffs without regard to 
the merits of the cases they have brought unfairly discriminates against these plaintiffs, 
and imposes financial burdens on these assertions that may foreclose their access to 
the courts in many instances. 

The burdens created by the bonding and joinder proposals mentioned above are 
particularly harsh in view of the availability of a more straightforward proposal that, in 
the event of an attorney fees award, would impose contingent liability upon persons 
controlling the non-prevailing party's litigation conduct and/or with a substantial financial 
stake in the proceeds of the case, but only where such award is not otherwise 
collectable from the non-prevailing party. By definition, such an approach would impact 
only those persons who control or who have a financial interest in the fruits of an abuse, 
and would come into play only if the original fee award against the non-prevailing party 
remained unsatisfied. 

Senator Leahy’s Question #2: 

The Supreme Court has agreed to hear several important patent cases this term, including a case 
focusing on the patentability of computer-implemented inventions. In your testimony, you state 
that next year “the landscape of patent litigation may look significantly different than it does 
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today” as a result of those cases. Please elaborate on that statement. Do the cases before tlie 
Court have the potential to address some of the concerns that have been raised by businesses that 
are being targeted in patent suits? 

Mr. Johnson’s Answer to Question #2: 

The Supreme Court has been very active in in addressing issues that are pertinent to patent 
litigation reform, granting certiorari in five significant patent cases to be decided this year. 
Depending on their outcomes, all five of these cases could have significant impacts on the on the 
concerns raised by businesses that are defending patent infringement suits. 

Attorney Fees Cases: 

On October 1, 2013, the Supreme Court granted petitions for writs of certiorari in two patent 
infringement cases raising the issue of when an award of attorney fees to a prevailing party is appropriate 
under 35 U.S.C. § 285. In Octane Fitness, LtC v. ICON Health tfe Fitness, Inc., Docket No. 12-1 184, the 
Court will consider the test used to determine whether a case is “exceptional” under Section 285, which is 
a requisite finding for the award of fees to the prevailing party. The petitioner challenged the "rigid and 
exclusive" test that the Federal Circuit uses to determine whether a case is "exceptional," presenting the 
following question that the Court accepted for review: 

Whether the Federal Circuit's promulgation of a rigid and exclusive two-part test for 
determining whether a case is "exceptional" under 35 U.S.C. § 285 improperly 
appropriates a district court's discretionary authority to award attorney fees to prevailing 
accused infringers in contravention of statutory intent and this Court's precedent, thereby 
raising the standard for accused infringers (but not patentees) to recoup fees and 
encouraging patent plaintiffs to bring spurious patent cases to cause competitive harm or 
coerce unwarranted settlements from defendants. 

In Highmark Inc. v, Allcare Health Management Sys., Docket No. 121163, the Court will 
consider the deference to be given, if any, to a district court’s determination that a case is “exceptional” 
within the meaning of Section 285. The question presented to the Court is: 

Whether a district court's exceptional-case finding under 35 U.S.C. § 285, based on its 
judgment that a suit is objectively baseless, is entitled to deference. 

The Solicitor General, as well as many amicus curiae, has argued that the Court should lower the 
standard needed to find a case to be “exceptional” under Section 285, thus permitting fee shifting in favor 
of prevailing parties more frequently in patent infringement cases.' In an amicus brief filed in the Octane 
Fitness case by Johnson & Johnson and other 2IC Steering Committee member companies, we have 
urged the Court to realign the interpretation of Section 285 with traditional principles of equity, as applied 
in the context of the claims, defenses, and issues arising in patent litigation, and with acceptable norms of 
litigation conduct. The district courts should be empowered to determine which cases are “exceptional,” 
and whether and in what amount fees should be shifted upon such a finding, through exercise of their 
sound equitable discretion based on the totality of the record. By doing so, fee shifting in patent cases will 


' See httD://wv\'w.amei'icanbar.org/publications/previcw home/12-1 184.html (collecting amicus briefs in 
Octane Fitness): hta)://www.americanbar.org/publications/preview home/12-1 163.html (collecting 
amicus briefs in Highmark). 
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serve the same purposes this Court has indicated it serves in other areas of litigation: a case management 
tool for courts to discourage certain types of claims or defenses and to sanction misconduct. 

The Court will hear arguments in both Octane Fitness and Highmark on February 26, 2014. Decisions 
are expected by the end of the Court’s current term in June, 

Should the Supreme Court reverse the Federal Circuit’s holding, the result may be that attorney fees will 
be more readily awarded against non-prevailing parties who have been found to have brought specious 
cases. Such a change in the dynamics of the litigation playing field may well discourage parties from 
bringing specious claims to court, and/or may penalize them by imposing awards of attorney fees for 
doing so. 

Under the circumstances. Congress may decide that prudence dictates waiting for the outcome of this case 
before enacting changes involving attorney fees shifting in patent cases. 

Computer Implemented Inventions: 

On December 6, 2013, the Supreme Court granted a petition for a writ of certiorari in Alice Corp. Pty. 
Ltd V, CLS Bank Inl’l, Docket No. 13-298, to consider the patent eligibility of computer-implemented 
inventions. The question presented to the Court is: 

Whether claims to computer-implemented inventions - including claims to systems and 
machines, processes, and items of manufacture - are directed to patent-eligible subject 
matter within the meaning of 35 U.S.C, § 101 as interpreted by this Court? 

In this case, the Supreme Court will revisit the issue of how to determine whether a softw'are-related claim 
is directed to a patent-eligible invention or an ineligible abstract idea. The Alice Corp. patent is directed 
to software-implemented business methods for mitigating settlement risk in certain financial transactions. 

The Supreme Court decision is likely to have a profound impact on many of the issues underlying 
calls for legislative action to combat patent infringement litigation abuse. The GAO report, for example, 
concluded that the recent increases in patent infringement litigation were not caused by non-practicing 
entity cases, but rather by the growth in litigation involving software patents: 

Public discussion surrounding patent infringement litigation often focuses on the increasing role of NPEs. 
However, our analysis indicates that regardless of the type of litigant, lawsuits involving software-related 
patents accounted for about 89 percent of the increase in defendants benveen 2007 and 2011, and most of 
the suits brought by PMEs involved software-related patents. This suggests that the focus on the identity 
of the litigant — rather than the type of patent — may be misplaced. 

Likewise, calls for expansion of the transitional review program for covered business method patents 
have focused on the perceived need for additional review of software patents. Thus, the Supreme Court’s 
opinion, expected by the end of the term in June 2014, may go a long way toward addressing some of the 
fundamental questions regarding the patent eligibility of the types of patents that have spurred calls for 
the changes reflected in several of the pending legislative proposals in both chambers of Congress. 

Given the importance of this case. Congress wonld be well advised not to make substantive changes in the 
scope or duration of the transitional program for covered business method patents pending the Supreme 
Court’s forthcoming decision. 
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Claim Indefmileness: 

On January 10, 2014, the Supreme Court granted a petition for a writ of certiorari in Nautilus v. Biosig 
Instrument, Docket number 1 3-369, to address the issue of claim indefiniteness. The questions presented 
to the Court are: 

(1) Whether the Federal Circuit’s acceptance of ambiguous patent claims with multiple 
reasonable interpretations - so long as the ambiguity is not “insoluble” by a court - defeats the 
statutory requirement of particular and distinct patent claiming; and 

(2) whether the presumption of validity dilutes the requirement of particular and distinct patent 
claiming. 

The decision in this case will be of great interest to patent litigants because determinations of validity and 
infringement often turn on the court’s understanding of the degree of definiteness required to satisfy the 
requirement of 35 U.S.C. 112(c), that the “specification ... conclude with one or more claims particularly 
pointing out and distinctly claiming the subject matter which the inventor or a joint inventor regards as 
the invention.” 

This issue assumes greater importance because cases of alleged patent litigation abuse are often 
characterized by accused defendants as involving patents having claims that are so ambiguous as to not 
have fairly placed the public on notice of the subject matter claimed. Indeed, much of the (misplaced) 
impetus for mandating that discovery be stayed pending the district court’s interpretation of the asserted 
claims comes from just this perception. For example, at pages 8-9 of its brief in support of certiorari, the 
Electronic Frontier Foundation (“EFF”) argued that the current test for ambiguity authorized by the 
Federal Circuit “has fostered business practices that abuse the patent system by exploiting... sanctioned 
vagueness in patent claims” and that: 

[Ajmbiguous patents — mostly relating to software — have fed the recent explosion in litigation by 
non-practicing entities (also known as patent trolls). By revitalizing the law of indefiniteness, this 
Court could improve patent quality and reduce opportunistic patent litigation. 

Accordingly, should the Supreme Court hand down a definitive ruling on the issues presented, the 
guidance provided thereby may make it easier for the courts to distinguish between specious and 
meritorious assertions, may obviate the need perceived by some to bring patent litigation to a virtual 
standstill pending the court’s claim construction ruling, and, if EFF is correct, reduce opportunistic patent 
litigation. 

The imminence of the Supreme Court’s decision on this issue provides yet another reason why Congress 
should decline to require that courts delay merits discovery in patent cases pending the district court’s 
ruling on the meaning of claim terms. 


Whether Direct Infringement May Result From the Combination of Multiple Actors 

On January 10, 2014, the Supreme Court granted certiorari in Limelight Networks v. Akamai 
Technologies, Docket Number 12-786, to address the issue of whether patent infringement liability under 
35 use 271(b) (for inducement) requires the existence of an underlying direct patent infringement. 35 
use 271(c) simply states “[Wjhoever actively induces infringement of a patent shall be liable as an 
infringer.” In Akamai it is undisputed that all of the steps of a claimed method were performed by 
Akamai except one, which was performed, as intended by Akamai, by its customer. Accordingly, while 
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no single person or entity involved in the activity had performed all of the steps needed to constitute a 
direct infringement, under these circumstances, Akamai was nonetheless found liable for infringement as 
an inducer. The question presented to the Court for decision is; 

Whether the Federal Circuit erred in holding that a defendant may be held liable for inducing 
patent infringement under 35 U.S.C. § 271(b) even though no one has committed direct 
infringement under Section 271(a). 

An amicus brief seeking grant of this review filed on behalf of several advocates" for legislative action 
argues that the liability standard established Mnder Akamai ‘‘exacerbates the exorbitant cost and potential 
for abuse in patent litigation,”^ stating: 

The manner in which Akamai expands liability also exacerbates the problem of abusive patent 
lawsuits. Armed with an expansive rule that can impose liability on a company for supplying 
otherwise noninfringing products and services, opportunistic plaintiffs are likely to pursue even 
more companies to seek extortionate settlements largely divorced from consideration of the 
merits of the claims. And companies that decline to settle meritless cases will be forced to invest 
even more money in investigating and litigating divided infringement claims before they can 
effectively evaluate the merits and settlement value.'' 

These amici further argue that the complexity of the current rule injects additional uncertainty into patent 
litigation, and that if certainty were brought to these issues, settlements of all cases, including meritorious 
claims of infringement, would be encouraged.^ 

Depending on how the Supreme Court decides this issue, it could provide yet another reason not to stay 
merits discovery pending Markman rulings in patent cases (if the volume of needed discovery is reduced), 
and could affect the frequency of suits being brought against resellers and end users who are using the 
accused products or processes as intended and/or instructed by manufacturers or suppliers. In the event 
the Court decides that suits must be brought against resellers and/or end users to establish liability, there 
is a potential that current legislative proposals to automatically stay such cases may not be as effective as 
hoped in reducing patent litigation. 


^ See the Amicus in support of the petitioner filed by Google, Inc.; Cisco Systems, Inc.; Oracle Corp.; Red Hat, Inc.; 
SAP America, Inc.; Symantec Corp.’ Xilinx, Inc. (12-786.) 

' Id., heading on page 14. 

'/rf. atI6. 

’ Id. at 17. 
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Hearing: “Protecting Small Businesses and Promoting Innovation 
by Limiting Patent Troll Abuse” 

Question for the Record of Sen. Sheldon Whitehouse 

Question for All Witnesses 

Proactive Action by Corporate Defendants 

Many Rhode Island businesses have been the victims of patent troll abuse, receiving bad-faith 
demand letters and being forced to settle lawsuits or engage in costly litigation based on dubious 
patent claims. Small and medium-sized companies, many of whom do not have an attorney on 
staff, often do not have the resources to effectively fight patent troll abuse, which is why reforms 
such as prohibiting bad-faith demand letters and allowing manufacturers to stay suits against 
customers are necessary and appropriate. 

Large corporate defendants, on the other hand, may have additional resources at their disposal 
that could allow them to take proactive steps to combat abuses by patent trolls. Consideration of 
such steps should be included in the discussion of how to address patent troll abuses. 

Independent of legislation to reform the patent litigation system, what are some proactive steps 
that large corporations that are frequently defendants in patent suits could take to better defend 
themselves against patent troll abuses? In particular, please address the positive and negative 
aspects of the following potential actions: 

• Referring patent trolls and their attorneys who initiate frivolous lawsuits and fraudulent 
and harassing conduct to the appropriate law enforcement authorities and disciplinary 
bodies, including, in the case of attorneys, state bar disciplinary boards; 

• Pursuing equitable remedies, such as injunctions against future suits by trolls with a 
demonstrated record of frivolous litigation, fraud, and harassment; 

• Pursuing Rule 1 1 sanctions against attorneys bringing frivolous suits; 

• Increased use of joint defense agreements; 

• Purchase of patent litigation insurance; 

• Increased licensing and purchase of relevant patents; and 

• Simply refusing to pay unj ustified claims. 

Mr. Johnson’s Answer: 

The following are my comments, by topic, on the suggested potential actions to respond to patent 
litigation abuses; 

• Referring patent trolls and their attorneys who initiate frivolous lawsuits and fraudulent 
and harassing conduct to the appropriate law enforcement authorities and disciplinary 
bodies, including, in the case of attorneys, state bar disciplinary boards 


The first order of business when responding to the institution of a frivolous charge of 
infringement or frivolous patent infringement lawsuit is to place the person asserting the 
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patent on notice that the charge of infringement is unfounded, and to provide such non- 
confidential evidence as may be available to demonstrate that fact to the party pressing the 
infringement issue. In our experience, when faced with such evidence, most legitimate 
entities will immediately give up their claim, or, if they are not convinced, respond in an 
effort to resolve any lingering doubts they may have. Sometimes it is necessary to enter into 
a confidentiality agreement allowing for the exchange of more information between counsel 
who are permitted to share their conclusions, but not the disclosed evidence, with their 
clients. Almost invariably, if the evidence shows that the case is or would be baseless, the 
claim is dropped. 

Very occasionally, the person asserting the claim insists on pressing the claim further. In 
some of these instances, the patent owner is an independent inventor or an unsophisticated 
business person who has a good faith, but mistaken, belief concerning the existence of an 
infringement. Such a mistaken belief may be founded, for example, only on the similarities 
between the patented product or process and the ones accused, without taking into account 
the effects of the prior art, claim limitations or limiting argmnents that will preclude the 
patentee from prevailing. 

In other instances, there is no good faith belief that there has been an infringement of a valid 
patent, and the matter is pressed simply for the purpose of extorting a settlement that will 
cost the defendant considerably less than the cost of a successful defense. At this point, the 
only reasonable course of action for the accused infringer is to seek to establish the frivolous 
nature of the action in court, as this is a practical prerequisite to seeking any further redress 
from the court, or other sources. Law enforcement authorities and disciplinary bodies, 
including, in the case of attorneys, state bar disciplinary boards, are not equipped to 
distinguish between frivolous and meritorious patent claims, and thus they are not, and 
probably should not be, interested in such controversies before a federal court has assessed 
the claim and declared it to have been specious. 

But fortunately, unlike other areas of litigation, 35 U.S.C. 285 does allow for the collection 
of attorney fees and expenses in cormection with exceptional patent cases, so that an accused 
infringer who elects to defend against a frivolous claim to the point of victory has some 
possibility of recovering fees and expenses. MarcTec, LLC rt Johnson & Johnson and 
Cordis Corporation, 664 F.3d 907 (Fed. Cir. 2012) is one such case in which the defendants 
were awarded $4 million in fees and expenses after it was found that the plaintiff continued 
to press its case in bad faith. 

Once a case has been established to have been frivolous, or to have been pressed in bad faith, 
in practice further referrals of the matter become the responsibility of the federal district 
court judge handling the matter. Depending upon the nature and source of the abuse, the 
judge may take action against the lawyers, experts or witnesses involved by rebuking them 
in his/her opinion, or through more formal channels, such as by referrals to the appropriate 
law enforcement authorities and disciplinary bodies, including, in the case of attorneys, state 
bar disciplinary boards. Since most of these referrals are confidential, the prevailing party 
may not even be aw'are that they have occurred. Where the rebuke has come in the court’s 
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opinion, the opinion itself normally conies to the direct attention of state and USPTO 
disciplinary authorities, who may institute disciplinary investigations or other proceedings. 

Even if the only punishment is a written rebuke contained in the court’s opinion, the 
consequences may be significant. Attorneys so sanctioned usually suffer losses in their 
reputations, present and future representations, and many of the benefits of their existing 
professional affiliations. Indeed, it is quite common for firms to expel such attorneys, and for 
existing representations to be withdrawn by clients who do not want to be further associated 
with such counsel. 

• Pursuing equitable remedies, such as injunctions against future suits by trolls with a 
demonstrated record of frivolous litigation, fraud, and harassment 

Pursuit of equitable remedies against future conduct is neither common, nor would it likely 
be effective. The nature of any future claim to be brought by a real party in interest is 
unlikely to be the same as any previous unsuccessful claims. A real party in interest whose 
objective is to press frivolous claims will always be able to find a new patent, or to find or 
create a new plaintiff, or both, for that purpose. Just as in the criminal context, the fact that a 
party has acted badly in the past will not generally be deemed by tlie courts to be sufficient 
justification to presume they are acting badly in the present case. Accordingly, the better 
policy approach would be to ensure that persons who abuse the court system by pressing 
frivolous claims in bad faith are punished accordingly. 

• Pursuing Rule 11 sanctions against attorneys bringing frivolous suits 

Rule 1 1 allows a party in a pending suit to seek sanctions for failing to comply with the 
requirements of Rule 1 1 (b) relating to the certifications that are made to the court when a 
party presents a pleading, written motion or other paper for the court’s consideration. These 
certifications include that “to the best of the person’s knowledge, information, and belief, 
formed after an inquiry reasonable under the circumstances,” the paper is not being presented 
for any improper purpose, that the positions taken therein are warranted by existing law or a 
reasonable extension thereof, that factual contentions have or are likely to have evidentiary 
support, and that denials are warranted by evidence, or if so identified, by reasonable belief 
or lack of information. 

Rule 1 1 sanctions are most often sought with respect to specific violations of this rule, rather 
than the entirety of the case, where collections of fees and expenses under 35 U.S.C 285 are 
preferred. Rule 1 1 does not apply to disclosure and discovery requests, responses, 
objections, and motions under Rules 26 through 37, sanctions for which are provided under 
Rule 37. Seeking Rule 1 1 sanctions may be preferred in some circumstances because they 
are available to “deter repetition of the conduct or comparable conduct by others similarly 
situated,” and may include “nonmonetary directives.” 

When appropriate, the availability of Rule 1 1 sanctions can be quite effective, and represent a 
meaning&l tool for use in deterring abusive litigation conduct. 
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• Increased use of joint defense agreements 

The use of joint defense agreements is most common when a single cause of action is brought 
against two or more parties who may share joint and several liability. It is less common when 
actions are brought by third parties that allege separate causes of action for patent infringement 
based upon the manufacture, use or sale of different allegedly infringing products or processes. 

In these cases, the defendants are often competitors of each other, and are unwilling to share, or 
are even prohibited from sharing, competitively sensitive information. Fortunately, joint defense 
agreements are often not needed as there is little or no need to share the specifics of the different 
accused instrumentalities: the basis of each defendant’s invalidity positions (including any 
allegedly invalidating prior art) is usually made public and discovery under appropriate 
protective orders will normally allow defendants to learn all that may appropriately be learned 
with respect to the relevant testimony and documents adduced in other proceedings. 

• Purchase of patent litigation insurance 

Most companies see patent litigation as a routine business risk, and don’t insure against it. Many 
companies work to minimize the likelihood that meritorious claims can be brought against their 
products through established patent clearance processes. Sophisticated competitors routinely 
assess the scopes of patents held by others, and, if they are determined to be likely valid, seek 
either to design their products to be free of claims under those patents, or obtain licenses to them. 

While claims based on other forms of insurance relating to patent assertions sometimes arise, 
successful collections on them are relatively rare. 

• Increased licensing and purchase of relevant patents 

As mentioned above, most companies work to avoid infringing the valid patents of others, and, 
as appropriate, license or cross license patents of interest with others in their fields. Such 
licensing and cross licensing activities are highly beneficial, allowing companies to aggregate all 
of the rights they need to develop and introduce products incorporating cutting edge 
technologies. In today’s technologically complex economy, it is vital that routine patent 
assertion and licensing activities not be adversely affected, as few if any technologically 
sophisticated companies own all of the patent rights that they will need to develop tomorrow’s 
breakthrough products. 

Some companies whose business model involves aggregating many different technologies appear 
to have elected not to deal with patent infringement issues during the product development stage, 
leaving them for later resolution when third parties bring claims against them. These companies 
more often find themselves subject to patent demands from others, and more often involved in 
patent litigations as accused infringers. For these companies, an upstream, proactive in-licensing 
strategy would likely help them avoid future patent litigation. 



269 


• Simply refusing to pay unjustified claims 

Most companies prefer to refuse to pay unjustified claims, and often do so. Nonetheless, there is 
a fair amount of uncertainty in the outcomes of court cases, especially when juries are involved, 
as they routinely are in patent trials. Moreover, under existing precedent in this country, awards 
of attorney fees in cases where the claims were unjustified remain relative rare, meaning that 
even a win in court will most often result in a loss on the balance sheet. 

In other countries, the award of attorney fees and expenses to prevailing parties is authorized as a 
matter of course. In our experience, under these rules, frivolous cases are deterred and 
meritorious ones are encouraged. Companies who see themselves as winning more than losing 
are normally comfortable with such systems, as on balance they see themselves facing less 
litigation, and coming out ahead on attorney fees when they do litigate. 
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Responses of Steve Bossone to questions submitted by Senators Leahy and 

Whitehouse 


Hearing: “Protecting Small Businesses and Promoting Innovation 
by Limiting Patent Troll Abuse” 

Question for the Record of Sen. Patrick Leahy 

Question for Dr. Steve Bossone. VP of Intellectual Property. Alnvlam 

You have expressed concern that some efforts to address the problem of patent trolls may have 
unintended consequences for legitimate patent holders seeking to protect their rights. What do 
you think are the best strategies for addressing abuses in the system in a meaningful way, 
without unduly burdening the rights of legitimate patent holders? 

Answer 


In my opinion, the bad faith-assertion of patents against small businesses is a discrete, and 
relatively recent, development that requires a relatively discrete solution. Seen this way, the 
implementation of generalized patent litigation reforms that would operate on all litigants in 
patent cases, that would - on balance - work to the benefit of defendants and against patentees, 
and that would make the enforcement of patents more costly and difficult for legitimate and 
illegitimate patent enforcers alike would seem to go too far. 

Thus, in the first instance Congress should ask which of the many proposed provisions in the 
multitude of pending bills would most benefit small-business recipients of abusive demand 
letters? I believe that small businesses would be best served by; 

1 . Ensuring that demand letters be clearer and carry less of an “in terrorem” effect, so that 
unsophisticated small businesses would not be prematurely and unfairly “goaded” into 
paying unjustified and inflated claims; 

2. Empowering willing manufacturers of allegedly infringing products to step in and test the 
validity of the claims on behalf of their customers, and thereby take enforcement pressure 
off end-users and retailers, including through a properly-crafted “customer stay” 
provision; 

3. Ensure transparency and disclosure in the sending of widespread patent demand letters, 
which will facilitate the creation of registries where small-business recipients of demand 
letters can access information about the enforcement activity, get in contact with each 
other, learn about steps the manufacturer may have taken to resolve the issues, and 
explore joint action such as joint defense agreements or jointly approaching the 
manufacturer; 

4. Exploring the role of public authorities such as the FTC in policing bad-faith demand 
letters as a matter of consumer fraud, unfair trade practices, and small-business 
protection. 

I believe that S. 1720 would lay the basis for many of these concepts. In contrast, I do not believe 
that small businesses would greatly benefit from the generalized litigation reform provisions of 
other bills - certainly not to a degree that would justify the systemic burden on the vast majority 
of legitimate patentees who must defend their businesses against patent infringement. Litigation 
reform most benefits those w'ho have the money and the will to litigate. I'he prototypical small 
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business that receives, for example, an out-of-the-blue demand for $1,000 per employee because 
it uses scan-to-fax technology in its office simply will not benefit from the ability to engage in 
preliminary motion practice because a patent complaint did not comply with new enhanced 
pleading requirements. Such a business would not benefit from the ability to implead third party 
plaintiffs, from discovery stays pending claim construction, from “requester pays” provisions for 
electronic discovery, and other patent litigation reform concepts. Leveraging each of these 
provisions is costly and requires expensive lawyer time. Abusive patent enforcers will be acutely 
aware of that cost, and will always be ready to propose a settlement over an amount that is 
commercially more rational than litigating the claim. In other words, the proposed litigation 
reforms might “move the needle” on the amoxmt needed to pay off a frivolous claim, but in the 
long run abusers of the system would simply demand “less money from more people.” The result 
would be that legitimate patent owners would be burdened with more cost and complication in 
enforcing their patents, while nothing meaningful is accomplished against the practices of 
abusers of the system. As sure as the sun rises tomorrow. Congress would be faced with more 
calls for more patent litigation reform in two years. 

1 would also note that many calls for generalized patent litigation reform are accompanied in 
public discourse by expressions of frustration over judicial inertia. It has been said that courts, or 
at least certain courts, are supposedly loo slow in reacting to fast-developing abusive practices, 
unwilling to rein in out-of-control discovery practices, taking a laissez-faire approach to patent 
case management, and tlie like. On the other hand, most stakeholders seem to agree that courts 
already have the authority to implement much of what is now being called for in the form of 
hard-wired litigation reform legislation. I believe the judiciary should be given a chance to run its 
process. I also believe that at least some complaints are grounded in resource problems that 
should be addressed in the first instance. Just like there is broad support among the patent 
stakeholder community for adequately funding patent examination and patent review in the 
USPTO, there ought to be broad support for adequately funding the adjudication of patent 
disputes in the federal courts. 1 am perplexed that our nation would be willing to dedicate 
enhanced resources to administrative patent examination (or to the policing of demand letters by 
the FTC), but to not authorize the hiring of even a few additional law clerks in the federal district 
courts under the 2011 Patent Cases Pilot Program. For example, 1 am not aware of any inquiry as 
to whether perhaps 10 or 15 U.S. magistrate judges, strategically placed in the patent-busiest 
districts, might not have an enormous impact on patent case management, discovery 
management, and the like. Providing adequate judicial resources, in whatever form, seems to me 
an entirely overlooked aspect that really ought to be explored before turning to heavy-handed 
legislation that, on balance, is likely to carry a much greater societal price tag. 

Thank you for the opportunity to comment. 



272 


Hearing: “Protecting Small Businesses and Promoting Innovation by 
Limiting Patent Troll Abuse” 

Question for the Record of Sen. Sheldon Whitehouse 

Proactive Action by Corporate Defendants 

Many Rhode Island businesses have been the victims of patent troll abuse, receiving bad-faith 
demand letters and being forced to settle lawsuits or engage in costly litigation based on dubious 
patent claims. Small and medium-sized companies, many of whom do not have an attorney on 
staff, often do not have the resources to effectively fight patent troll abuse, which is why reforms 
such as prohibiting bad-faith demand letters and allowing manufacturers to stay suits against 
customers are necessary and appropriate. 

Large corporate defendants, on the other hand, may have additional resources at their disposal 
that could allow them to take proactive steps to combat abuses by patent trolls. Consideration of 
such steps should be included in the discussion of how to address patent troll abuses. 

Independent of legislation to reform the patent litigation system, what are some proactive steps 
that large corporations that are frequently defendants in patent suits could take to better defend 
themselves against patent troll abuses? In particular, please address the positive and negative 
aspects of the following potential actions: 

• Referring patent trolls and their attorneys who initiate frivolous lawsuits and fraudulent 
and harassing conduct to the appropriate law enforcement authorities and disciplinary 
bodies, including, in the case of attorneys, state bar disciplinary boards; 

• Pursuing equitable remedies, such as injunctions against future suits by trolls with a 
demonstrated record of frivolous litigation, fraud, and harassment; 

• Pursuing Rule 1 1 sanctions against attorneys bringing frivolous suits; 

• Increased use of joint defense agreements; 

• Purchase of patent litigation insurance; 

• Increased licensing and purchase of relevant patents; and 

• Simply refusing to pay unjustified claims. 

Answer 

Thank you for the opportunity to comment. As a development-stage business with fewer than 
200 employees, Alnylam does not have a developed position on the strategies and proactive steps 
that may be taken by large corporations to protect themselves from meritless infringement 
allegations by patent assertion entities. Accordingly, any attempt of mine to address in detail the 
above-described options would involve a great amount of speculation. I do believe, however, that 
several of the described options are already being employed. For example, I believe that non- 
payment of unjustified claims is not uncommon among large corporations. Likewise, referral of 
abusive demand letters to state authorities is occurring with some frequency and seems to be 
bearing fruit, if the recent settlement of the New York State Attorney General with the sender of 
the “scan-to-fax” mass demand letters is any indication. See: http://www.ag.nv.gov/press- 
release/ag-schneiderman-announces-groundbreaking-settlement-abusive-%E2%80%9Cpatent- 

troll%E2%80%9D 
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Responses of Harry Wolin to questions submitted by Senators Leahy, 
Grassley, and Whitehouse 


AMDSI 

January 17, 2014 


The Honorable Patrick Leahy 
Chairman 

The Honorable Charles Grassley 
Ranking Member 

U.S. Senate Committee on the Judiciary 
224 Dirksen Senate Office Building 
Washington, DC 20510 

RE: Response to Written Questions from Members of the Committee for the Hearing Titled, Protecting 
Small Businesses and Promoting Innovation by Limiting Patent Troll Abuse - December 17 , 2013 

Dear Chairman Leahy and Ranking Member Grassley: 

Thank you again for the opportunity to testify before the Judiciary Committee regarding The Patent 
Transparency and improvements Act and the need to curb the patent litigation abuses that are plaguing 
the U.S patent system. We appreciate the opportunity to share our views on the pressing need for 
effective legislative reforms to address this growing probiem. 

Below are responses to the Questions for the Record requested by Chairman Leahy, Ranking Member 
Grassley, and Senator whitehouse. 

Question from Chairman Leahy 

Q: Numerous groups have raised concerns about transparency in the patent system, and the ability of 
trolls to target companies through "shell companies." The legislation i have introduced includes two 
transparency provisions to help address those issues. One requires plaintiffs who file a lawsuit to 
disclose the certain ownership information under the standard that has long been used in the Northern 
District of California. The Other requires ongoing disclosure to the Patent and Trademark Office when a 
patent Is transferred so that the PTO has a record of current ownership. 

Do you agree that improving transparency will help address abuses in the patent system, and if so, why? 
As someone who has worked in companies that possess a significant patent portfolio, do you view these 
requirements as manageable for patent holders to comply with? 

R: Yes, improving transparency can help address abuses in the patent system, and we believe that the 
requirements you propose would be manageable for any patent holder. As a general matter, Improved 
transparency will shed light on the operation of the patent system, which creates important 
disincentives for bad behavior. The ownership disclosure provisions could be particuiariy useful by 
clearly identifying ownership information, as well as providing Informatior* related to any entity with a 
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right to sublicense or enforce a patent, as well as any entity with a financial interest in a patent. The 
provision requiring ongoing disclosure of transferred patents to the USPTO would also be helpful in that 
there would be an official record maintained by USPTO to demonstrate patent ownership and 
provenance. Together, these common-sense provisions would provide basic, highly relevant 
information that is important for all parties, and the courts, to understand at the beginning of a case, 
potentially saving considerable time and resources should the case progress. 


Questions from Senator Grassley 

Q: In your view, are the reforms in Senator Leahy's bill adequate to address the threat from patent trolls 
that you confront? Why or why not? 

R; We are greatly encouraged by the interest from this Committee and the House to curb patent 
litigation abuses. Our view is that there is no single solution to patent litigation abuses and that multipie 
reforms are necessary to provide effective relief. Certain provisions of the Patent Transparency and 
Improvements Act, introduced by Senators Leahy and Lee, can be very helpful. The transparency 
provisions in Section 3, for example, help to shed light on the patent marketplace and thereby 
discourage bad behavior. Section 5, regarding bad faith demand letters, will help curb the abusive 
practice of mass-mailing frivolous demand letters in the hopes of securing a settlement from victims. 

These provisions alone, however, are insufficient to curb the abuse plaguing our patent system. 

Although helpful to solve some problems, this legislation would not, for example, discourage the filing of 
frivolous lawsuits, decrease the cost of patent litigation generally, or reduce the resultant ability of 
abusive companies to extract expensive settlements from innocent defendants merely because it's 
cheaper to settle than to fight. American businesses are counting on Congress to address these harms, 
and to that end, we respectfully urge the Committee to include the provisions co-sponsored by Senators 
Cornyn and Grassley, such as heightened-pleading, discovery reforms, and fee shifting, in any bill. These 
measures, more than any others in our view, are essential to any meaningful and impactful reform. We 
note that versions of these provisions are key parts of the Innovation Act (HR 3309), introduced by 
Chairman Goodlatte and recently passed with strong bipartisan support by the House of 
Representatives. 

Q: AMD Is a holder of numerous patents. Do you believe that the reforms dealing with strengthening 
pleading requirements, improving transparency requirements and limiting discovery will hurt AMD's 
ability to enforce its patents against infringers? 

R: No, just the opposite. We strongly support these specific areas of reform because they would set 
reasonable standards that will protect any patent owner from frivolous and abusive claims, while 
providing those same owners full and open access to the courts. From AMD's perspective, these 
provisions would not impede our ability to enforce patents against infringers because we see them as 
best practices that we would willingly apply In any case. 
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Q: In your opinion, which types of abusive patent litigation are best addressed by the courts, PTO or 
legislation? 

R: While the courts have considerable authority to help address frivolous cases, as well as certain 
abusive tactics, the considerable growth of abusive litigation over the past several years demonstrates 
that the courts alone are unable to uniformly address this expanding problem. Legislation is needed to 
provide clear guidance to the courts to help address abuses such as mass-mailings of demand letters, 
broad, or poorly defined claims, dilatory, ill-defined, and excessive discovery tactics, and other abuses 
that have become commonplace in the U.S. patent system. Specifically, the types of reforms described 
in The Innovation Act, as well as the transparency provisions in Senator Leahy's legislation, will have the 
greatest impact if passed into law. 

Q; How would fee shifting change the incentives and dynamics in patent litigation? 

R: Unlike most American businesses, some patent holders have little to no litigation risk and, therefore, 
have an incentive to litigate meritless claims in the hopes of getting a lottery-like return. A defendant, 
on the other hand, is always assured of high litigation costs and the risk of crippling liability. This risk- 
reward imbalance results in uneven bargaining power, which is often used to unfairly extract licenses or 
settlements that substantially exceed the value of the asserted patents. In fact, several notorious 
patent trolls are known for pursuing frivolous claims against a larger number of defendants with the 
expectation of receiving only a settlement from each. Each settlement funds additional lawsuits filed 
against additional parties, creating a domino effect. Entities who exploit the system know that a 
defendant is far more likely to pay to settle a lawsuit rather than pay the same or more in attorney fees 
and expenses to prove that the allegations are frivolous. Changing the risk-reward equation through fee 
shifting provisions creates a new dynamic, in which plaintiffs are no longer incentivized to file and 
litigate meritless claims, or seek to extract settlements by threating expensive litigation. 

Q: What do you believe are the most promising proposals currently being considered by Congress that 
would help deter abusive activity In the patent system? 

R: We believe the most promising proposals currently being considered are the heightened pleading 
requirements, discovery reforms, and attorney fee shifting provisions that were originally proposed in 
Senator Cornyn's proposed legislation, and were ultimately passed in The Innovation Act authored by 
Chairman Goodlatte. We also note that the White House has expressed strong support for these 
measures. Other provisions, such as the transparency and demand letter reforms proposed by 
Chairman Leahy would also be useful in addressing specific types of a buses. 

Q: Some of the witnesses have expressed concerns that the heightened pleading requirements would 
complicate and delay litigation because of disputes over whether the pleading requirements have been 
met. Do you believe that these concerns are justified? 


R: No - we strongly believe that, on balance, heightened-pleading requirements would simplify and 
expedite litigation. Under current law, a plaintiff can file a patent infringement lawsuit by merely 
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identifying the patent-in-suit and providing a general allegation that the defendants' products infringe. 
As a result, it can be months or even years before a defendant knows what is actually at issue. A 
plaintiff needn't explain what claims are being infringed, what product infringes or how the product 
infringes. That's like being able to sue for trespassing real property without explaining where the 
property is located. The result is an unnecessary waste of the parties' and the court’s limited resources. 
But, heightened pleading requirements would add clarity to a patent infringement lawsuit from its 
inception. As proposed in the Innovation Act and as proposed by Senators Cornyn and Grassley, a 
plaintiff would be required to allege patent infringement with specificity, identifying not only the 
specific products at issue, but also the plaintiff's reason for believing that these products infringe. 

We agree that there may be a temporary increase in the number of disputes regarding whether the 
pleading requirements have been satisfied, but I also know that the number and frequency of these 
disputes will decrease as law develops to more clearly define the requirements of these provisions. 
(Indeed, any new legislation runs the risk of this initial, and temporary, increase in disputes regarding 
the statute's requirements.) It is also clear that, on balance, the proposed heightened-pleading 
requirements will simplify and expedite litigation. First, the provision would deter purely frivolous 
lawsuits, thereby reducing the number of cases filed in district court, which will allow courts the 
opportunity to address legitimate lawsuits more quickly, (As a patent owner, this factor is particularly 
important to AMD.) Second, the provision will force both parties to focus on the issues that are actually 
in dispute, ratherthan wasting time and money to identify the issues in dispute. Third, by clearly 
identifying the parties' dispute from the inception of the lawsuit, the heightened-pleading proposal will 
reduce the number of motions filed on issues that are ultimately not relevant to the resolution of the 
parties' dispute. 

Finally, it is important to also note that heightened-pleading requirements present no downside to a 
legitimate plaintiff. We don't take lightly any legislation that would place an additional burden on a 
plaintiff, as AMD actively enforces its patent rights against infringers, and we occasionally have needed 
to resort to filing a patent infringement lawsuit. Flowever, a party seeking to enforce its patent rights, 
ratherthan seeking to extort a settlement, will investigate to determine which products are infringing 
and the basis upon which it finds infringement. In short, a legitimate plaintiff will have already done the 
homework required by the provisions of the Innovation Act and proposed by Senators Cornyn and 
Grassley. 

Q: Some have claimed that proposals contained in the bills will disadvantage legitimate companies, 
vendors and universities. Do you believe that these concerns are justified? Others have claimed that 
the proposals will weaken the ability of patent holders and inventors to protect their patents against 
infringers. Do you agree? Flow do you respond to those concerns? 

R: No, we believe that the proposals related to heightened pleading requirements, discovery reforms, 
and attorney fee-shifting, would not disadvantage legitimate companies, vendors or universities. We 
believe that these provisions provide benefits to all patent holders, by reducing the costs of and 
inefficiencies in patent litigation. In addition, the fee shifting provision will discourage infringers from 
blatantly violating the patent rights of legitimate companies, vendors and universities. Finally, should 
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these provisions become law, small businesses and small inventors will have stronger protections 
against frivolous claims, as well as expensive and abusive litigation tactics that are all too often levied 
against them. All patent holders will still have full access to the courts to protect against infringers using 
the same standards as all other patent holders. This is a fair and reasonable approach that improves the 
patent system for all parties, as well as the courts. 

Q; In his prepared statement, Mr. Dickinson suggested that it might not be necessary for Congress to 
focus on the rules and procedures in patent litigation to curb the abusive practices of patent trolls. He 
testified, "In point of fact . . . many of these practices— sending a multiplicity of demand letters 
containing vague allegations and minimal information, with persistent but relatively modest settlement 
terms, and apparently with little preparation for actually bringing a lawsuit— may have less to do with 
abusing the rules and procedures in patent litigation per se than they have to do with consumer fraud 
and deceptive trade practices arising from the demand letter . . . Law enforcement has developed 
measures to deal with such wrongdoers." Do you agree? Please explain why (or why not) Congress, 
rather than another enforcement body, should address the patent troll issue. 

R: We agree in part with Mr. Dickinson's statement regarding law enforcement agencies, but disagree 
with his conclusion. Some of the demand letter mass-mailings are consumer fraud and/or a deceptive 
trade practice, and we are encouraged that the appropriate law enforcement agencies are beginning to 
investigate and respond to these issues. Along these lines, we support Senator Leahy's proposed 
legislation to clarify that the Federal Trade Commission has jurisdiction to deal with some of these bad- 
faith demand letters. 

However, and crucially, not all abusive taaicsfall into the "consumer fraud" or"deceptive trade 
practice" buckets. These other tactics include, for example, requesting unnecessary discovery for the 
mere purpose of increasing an opponents' expenses, pursuing meritless litigation even after a defendant 
has demonstrated that it does not infringe the patent, and filing a lawsuit with the singular goal of 
extracting a settlement less than the cost of litigation. Congress needs to act to fix these harms. 

Q: In his prepared statement, Mr. Bossone said regarding the deferral of discovery provisions in S. 1013 
and H.R. 3309, "[T]hese provisions would routinely defer merits discovery in virtually all patent cases 
until after the court issues a claim construction order. While there undoubtedly are cases in which such 
discovery deferrals are appropriate, doing so as a general rule would effectively bifurcate discovery on 
the merits in most cases and tend to prolong patent litigation by 9-12 months, if not longer, across the 
board. Such delays would accrue even in routine patent litigation that does not involve meritless claims, 
small businesses defendants, or "patent trolls" ... In my opinion, these proposals are too rigid and 
interfere unduly with the responsibility and authority of district courts to manage patent litigation in a 
case-specific manner." Do you agree? Do you believe these provisions would result in added delays or 
otherwise would unduly interfere with the court's ability to manage patent litigation? 

R; No, we disagree. This argument understates the benefits of deferral and overlooks the economic 
inefficiencies of the current system. Substantial discovery is generally unnecessary for claim 
construction. Under the proposed discovery provisions, significant resource and cost expenditures shift 
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until after the threshold questions surrounding claim construction are understood. Once claim 
construction Is determined as a matter of law, it is generally self-evident whether additional discovery is 
necessary or whether a case should be dismissed. Further efficiencies are realized because a plaintiff s 
position on the merits must be defined early on in the litigation in order to reconcile its theory of 
infringement with Its theory of claim construction. This frustrates the so called "fishing expedition" 
strategy adopted by many of today's patent trolls. Finally, while the discovery provisions ofS. 1013 and 
H.R. 3309 preliminarily shift the emphasis on discovery to understanding claim construction issues, they 
are not a bar to other discovery. Other provisions allow the court to permit discovery (1) to timely 
resolve actions, (2) to resolve motions, and (3) as necessary to prevent manifest injustice. The 
Innovation Act (H.R. 3309) expands the court's discretion to allow additional discovery In some 
competitor suits and in other "special circumstances." 

Q: In your opinion, does the recent rise in patent litigation encourage innovation? 

R; Absolutely not. The rise in patent litigation discourages innovation by draining funds that might 
otherwise be invested in innovation, as well as undermining the protections afforded by the U.S. patent 
system that is one of the most important cornerstones of U.S. innovation. Curbing patent litigation 
abuse by passing strong legislative reforms such as those we are advocating is essential to preserve U.S. 
innovation leadership and the U.S. economy. 


Question from Senator Whitehouse 

Q: Independent of legislation to reform the patent litigation system, what are some proactive steps that 
large corporations that are frequently defendants in patent suits could take to better defend themselves 
against patent troll abuses? In particular, please address the positive and negative aspects of the 
following potential actions: 

• Referring patent trolls and their attorneys who initiate frivolous lawsuits and fraudulent and 
harassing conduct to the appropriate law enforcement authorities and disciplinary bodies, 
including, in the case of attorneys, state bar disciplinary boards; 

R: While potentially helpful in creating a disincentive for the most egregious ethical abuses of such 
attorneys, state bar disciplinary boards may be slow to act and are powerless over the patent troll 
initiating the action. 

• Pursuing equitable remedies, such as injunctions against future suits by trolls with a 
demonstrated record of frivolous litigation, fraud, and harassment; 

R: We believe that it would be difficult to articulate a reason why a court can and should enjoin a 
company (any company) from pursuing future patent litigation suits, merely on the basis of their past 
conduct. Indeed, to extend such a rule to individuals would close the courthouse to individuals who 
have been deemed to have this "demonstrated record," and corporate patent trolls would be able to 
circumvent the rule by transferring the patents to a different shell corporation. For these and other 
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reasons, we believe that the courts should address each case on its merits, and we believe that any 
party should be entitled to bring a legitimate patent infringement case. Thus, we recommend 
implementing legislation that would discourage the bad behavior in the first place. 

• Pursuing Rule 11 sanctions against attorneys bringing frivolous suits; 

R; Rule 11 is an ethical attack on an individual attorney, rather than an indictment of a party^ litigation 
tactics or its position. Because of the stigma associated with attacking the ethics of a particular 
Individual, parties and attorneys are disinclined to file a Rule 11 motion. Even more to the point, 
because of the impact such a ruling could have on the career of that individual attorney, courts are 
loathe to grant a rule 11 motion except in the very most egregious of cases. For example, these 
sanctions would not be available when an attorney has a plausible (albeit unlikely) excuse for his 
behavior. For these reasons, Rule 11 sanctions are insufficient to discourage abusive tactics. In our 
opinion, it makes far more sense to punish a party by requiring it to pay its opponents fees when it 
proceeded with an unjustified position. 

• increased use of joint defense agreements; 

R: Joint defense agreements are routinely used in patent litigation, and they help to maintain the 
privileged nature of communications and information exchanged between co-defendants. This allows 
defendants to cooperate and share costs in the areas of prior art searching, retention of experts, and 
the development of invalidity, non-infringement, and unenforceability defenses. However, these 
agreements do almost nothing to protect defendants from a plaintiffs abusive litigation tactics. 

• Purchase of patent litigation insurance; 

R: For very small companies, patent insurance may reduce the likelihood of frivolous litigation because 
potential opponents can be put on notice of the insured's financial ability to reach a decision on the 
merits. The patent litigation insurance industry however is relatively new, the practice untested, and 
the insurance policies can be very expensive. This is not a practical solution for mid- and large-sized 
companies due to the significant costs involved. 

• Increased licensing and purchase of relevant patents; and 

R: AMD respects the intellectual property of others. When appropriate, we will negotiate and enter in 
to patent license agreements. Purchasing patents to circumvent licensing fees is certainly a way to 
address this, but this is not always an option when being targeted by a patent troll nor is it cost effective 
for a single company. Organizations that leverage the purchasing power of a collection of companies to 
purchase patents may provide an effective model that is better suited to help address this issue, 
although this alone is insufficient to curb the types of abuses that are pervasive in the patent system. 
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• Simply refusing to pay unjustified claims. 

R; AMD takes great pains to understand accusations of patent infringement, and we have iegal staff 
dedicated to this task. When claims are made that are rationaily unjustified or frivolous, we vigorously 
defend our position. However, in some cases, business considerations require us to pursue the less 
expensive approach, which may involve paying an unjustified claim rather than paying significantly more 
for outside attorneys and experts to defend a lawsuit. In addition, some companies are smaller or less 
familiar with patent litigation, and these companies may be forced to incur significant outside attorney 
expenses just to determine that a claim is unjustified. 


Again, thank you for the opportunity to testify and to address your questions regarding the importance 
of passing legislative reforms to address patent litigation abuses. We remain at your disposal to 
address any additional questions that may arise, and we respectfully urge you to pass legislation as soon 
as possible given the substantial negative impact patent litigation abuses are having on US companies 
and innovation. 


Since rply, 
/■ 


/ 

HarryA.WolIn 
Senior Vice President, 


General Counsel and Secretary 


AMD 
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Responses of Hon. Q. Todd Dickinson to questions submitted by Senators 
Leahy and Whitehouse 


Questions Of Senator Patrick Leahy (D-Vt.), 

Chairman, Senate Judiciary Committee 

Hearing on “Protecting Small Businesses and Promoting Innovation by Limiting Patent 
Troll Abuse” 

December 17, 2013 

Questions for O. Todd Dickinson, former Director of USPTO and current_Executive 
Director of the American Intellectual Property Law Association 


1) The America Invents Act implemented several important measures to improve 
patent quality. What are your views on how those processes are working? What 
more can or should be done by Congress, the courts, or the Patent & Trademark 
Ofllce to improve the quality of patents that are issued? 


As we indicated in our written testimony, one of the primary goals of the Leahy-Smith America 
Invents Act (AlA) was to improve patent quality. This followed directly from the main 
recommendations of the Nation^ Academies of Sciences (NAS) 2004 Study, “A Patent System 
for the 21st Century,” the principal source document for the recent patent reform debate, which 
found that patent quality itself was the most critical concern in the patent system as a 
whole. This was ratified as recently as the 2013 Study conducted by the Government 
Accountability Office (GAO)S also cited in our testimony. 

To achieve those goals, the AIA implemented several key measures to improve patent 
quality. First among them was a core recommendation of the NAS Study: 

‘"'Institute an Open Review procedure. Congress should seriously consider 
legislation creating a procedure for third parties to challenge patents after their 
issuance in a proceeding before administrative patent judges of the USPTO. The 
grounds for a challenge could be any of the statutory- standards — novelty, utility, 
non-obviousness, disclosure, or enablement — or even the case law proscription on 
patenting abstract ideas and natural phenomena. The time, cost, and other 
characteristics of this proceeding should make it an attractive alternative to 
litigation to resolve patent validity questions both for private disputants and for 
federal district courts. The courts could more productively focus their attention 
on patent infringement issues if they were able to refer validity questions to an 
Open Review proceeding.” 


' Intellectual Property: Assessing Factors That Affect Patent Infringement Litigation Could Help Improve Patent 
Quality, GAO-13-465, Aug 22, 2013, available at http;//www.gao.gov/products/GAO-J 3-465 (visited Jan. 23. 
2014). 
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In the AIA, this procedure has come to be known as Post-Grant Review or PGR. It is applicable 
to all patents which will issue from applications filed under the new “first-inventor-to-file” 
regime, which just came on-line March, 2013. 

In addition to PGR, however, the AIA implemented several other post-issuance processes whose 
intention was to improve patent quality. These include Inter Partes Review (IPR), Supplemental 
Examination, and, for a very narrow area of patents, the Transitional Program for Covered 
Business Methods (CBM). All of these processes vary in tenns of the grounds for review, the 
threshold to enter, the availability of estoppel, the availability of grounds for stay of other 
proceedings, etc. These variances were the result of carefully crafted compromises that took into 
account varying stakeholder and technology interests, as well as the evolving importance and 
investment in the underlying technology during the life of the patent. 

While it is too early to draw definitive conclusions about the ultimate success of these post-grant 
processes, at least one significant early indication may be drawn from the apparently greater- 
than-expected usage of the post-grant processes in the first stages following their 
implementation. 

Other aspects of the AIA were also enacted to improve patent quality such as the institution of a 
first-inventor-to-file system that will provide a more objective basis for establishing the priority 
of rights and allowing third party submission of prior art during the patent examination process. 
More time is needed to evaluate the effectiveness of these reforms. 

It is for these reasons and others that we strongly urge that we give these processes time to 
demonstrate whether or not they are dealing effectively with some of the problems identified 
during the debate on the AIA, problems which are being identified yet again in the debate this 
time around. 

We would point out again that the AIA itself requires that USPTO study the reforms 
implemented by the AIA and report back to Congress by September 16, 2015. Those reports 
would serve as an important and more empirically-driven body of data which would allow for 
greater clarity and direction in making any necessary changes. 

As far as what else can be done to improve quality, there were several additional proposals for 
improving the quality of patents in NAS 2004 Study that were not implemented in the AIA^ and 
which AIPLA could support. These include eliminating the special exemptions to full 
publication of pending U.S. patent applications as permitted under the American Inventors 
Protection Act of 1999 to promote a more transparent patenting process, formally eliminating the 
requirement that an application for patent include a disclosure of the “best mode” contemplated 
by the inventor carrying out the invention, and codifying an exemption from infringement under 
which uses of a claimed invention related to scientific, research, or experimental inquiries are 
exempted as acts of infringement. 


' A detailed discussion of these proposals can be found in the appendix to the testimony of Robert A. Armitage 
before the United States House of Representatives Committee on the Judiciary, hearing on “H.R. 3309, Improving 
the Patent System to Ih'omote American Innovation and Competitiveness,” October 29, 2013, pages A14-A38, 
available at http://judiciary.house.g 0 v/_files/hearings/l 13th/i0292013/ Armitage%20Testimony.pdf 
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Additionally, Section 11(C) of S. 1720 and Section 8(C) of H.R. 3309 each call for the GAO to 
conduct a study on “patent examination at the Office and the technologies available to improve 
examination and improve patent quality,” The completion of such a study may shed more light 
on USPTO procedures that can be reformed to improve patent quality. 

We would reiterate from our testimony that a long-term, sustainable funding mechanism is the 
single most important thing that would advance the goal of patent quality. To help fund the new 
programs and initiatives of the AlA, Section 1 1 included a 1 5% surcharge on patent fees, and 
Section 10 granted the USPTO the authority to set the fees for patent and trademark services, A 
new patent fee schedule, which included increases for numerous patent services, went into effect 
on March 19, 2013. Support for these fee increases by AIPLA and others in the user community 
were based on the understanding that the funds would be available solely to the Office to help 
“implement a sustainable funding model, reduce the current patent application backlog, decrease 
patent application pendency, improve patent quality, and upgrade the Office’s patent business 
information technology (IT) capability and infrastructure.” 78 Fed. Reg. 4212 (January 18, 
2013). Sequestration undercut many of the plaimed quality improvement initiatives of the 
Kappos Administration at the USPTO and highlighted the severe impact even seemingly modest 
diversion of fees has on both on-going operations and long-range planning. 

While this was clearly an extremely unfortunate result, it also had the effect of highlighting the 
unsatisfactory solution to the problem enacted in the AlA. We understand from the hearing that 
there are Senators who may be considering introducing amendments which would provide much 
stronger assurance that fees paid to the Office remain with the Office, and we would strongly 
support such an initiative. 


2) You have expressed concern that Congress should give appropriate deference to the 
Judicial Branch. However, some proponents of reform feel strongly that individual 
courts are not responding to litigants’ needs. Within the judicial branch, what 
further steps could be taken by the Judicial Conference, the Supreme Court, or the 
Federal Circuit to ensure that courts process patent cases fairly and efficiently? 


In a system comprising over 94 districts and some 677 authorized district court judges, it may 
not be surprising that there are individual judges or individual districts where case management 
of patent litigation varies, and in some cases not be seen as favorable to one side or the other. 
That said, we believe that the Federal court system is very aware that the ways in which patent 
litigation is managed by judges may impact the ability of some patent holders to leverage their 
rights in ways that are contrary to the best overall interests of the system. 

However, to reiterate briefly from our testimony, we are concerned that the practices of a few 
might give rise to a system of statutory case management requirements that are so rigid that they 
not only improperly constrain federal district court judges from the proper carrying out of their 
appointed duties, but may in cases yet to be seen, have significant unintended consequences 
which might actually hinder the efficient proceedings of a trial and the proper administration of 
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justice or impede access to the courts for those with legitimate claims. The inflexibility of 
procedural rules that are fixed in statutes severely constrains the ability of the Courts to moderate 
or fix problems which were unforeseen at the time the rules were enacted or problems that arise 
as litigation practices develop. The rules could only be adjusted through further legislative 
action, a notoriously difficult and lengthy process. There are certain advantages to allowing 
district courts to develop and test rules and procedures at a local level before adopting changes 
nationwide. 

With regard to your specific question regarding other steps, the Supreme Court of the United 
States has traditionally had the authority to propound the Rules of Civil Procedure, and in doing 
so has relied on the recommendations of the Judicial Conference of the United States. The 
.Tudicial Conference is currently engaging in a review effort that could significantly impact areas 
of trial management. Judge Jeffrey S. Sutton, Chair of the Committee on Rules of Practice and 
Procedure of the Judicial Conference, published a request for “Comments on Proposed Rules and 
Forms Amendments” on August 15, 2013. Among others, this rules package includes proposals 
to amend Rule 26, Duty to Disclose; General Provisions Governing Discovery; Rules 30 and 31, 
Depositions by Oral Examination and by Written Questions; Rule 33, Interrogatories to Parties; 
and Rule 34, Production of Documents, and the repeal of Rule 84, Forms which includes Form 
18 for patent pleading. These all relate to areas of concern which have been raised with this 
Committee. Comments are due February 15, 2014. It is also our understanding that the 
leadership of some of those district courts which have a reputation for many of the concerns 
expressed by your question have taken steps to moderate these concerns and that data from at 
least one of those courts is bearing drat out. 

That is not to say that the Judicial Conference should not be given more direct encouragement by 
the Congress to streamline litigation procedures. In our opinion, it would not be misplaced for 
the Congress to include in legislation a call to the Judicial Conference to continue to study and 
implement appropriate rules or guidelines to address the legitimate concerns about the various 
aspects of case management which have been raised. Our concern is that there is a significant 
difference between directing them to use their authority to do something in their own discretion 
and directing them in such specificity that judicial discretion is removed. 

Secondly, the patent court pilot program (PPP) in the district courts has been operational for only 
a short period of time, and it is our understanding that it has initially worked well, among other 
things, to implement local rules governing patent litigation and foster a cross-district interaction 
which will likely lead at a minimum to an important sharing and implementation of best 
practices. It is also important for the Congress to continue to study how the PPP has progressed 
and to understand how it has helped in the fair processing of patent litigation and expanding the 
expertise of those various courts to conduct patent litigation. In that vein, it might also be a 
mechanism for Congress to pilot one or more of the changes under consideration before applying 
them system wide. We would note that the statute creating the PPP, Public Law 111-349, 
requires the Administrative Office of the courts to study the PPP and provide periodic reports to 
Congress. 

With regard to what the Court of Appeals for the Federal Circuit and the Supreme Court can do 
themselves, we would reiterate their actions regarding any number of procedural issues during 
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the pendency of the AIA, which went very far in clarifying the law and introducing targeting 
“compromises” on some of the most contentious issues being debated legislatively. These 
include: 

• injunctive relief, eBay Inc. v, MercExchange, L.L.C., 547 U.S, 388 (2006); 

• damages. Lucent Technologies, Inc. v. Gateway, Inc., 580 F,3d 1301 (Fed, Cir. 2009) 

• venue. In re TS Tech USA Corp., 551 F.3d 1315 (Fed. Cir. 2008); 

• willfulness. In re Seagate Technology, 497 F.3d 1360 (Fed. Cir, 2007); and 

• inequitable conduct, Therasense, Inc. v. Becton, Dickinson & Co., 649 F. 3d 1276 (Fed. 
Cir. 2011). 

The courts have continued the trend of dealing with these issues, including ones which have been 
widely debated in this current legislation, such as awarding attorney’s fees under Section 285. 
The Supreme Court has granted certiorari on the standard for finding “exceptional 
circumstances” meriting the award of attorney’s fees in Octane Fitness v. Icon Health and 
Fitness, U.S., No. 12-1184 and the standard of review that appellate courts should apply to a 
Section 285 determination in Highmark Inc. v. Allcare Management Systems, Inc,. U.S., No. 12- 
1 163, Additionally, the Federal Circuit recently held that a trial court should consider all of the 
circumstances relevant to whether a case was brought in bad faith when determining whether to 
award attorney’s fees. Kilopass Technology, Inc. v. Sidense Corp., No. 2013-1193, (Fed. Cir. 
Dec. 26, 2013). 

We would respectfully suggest that throughout the decade-plus-long debate over legislative 
remedies to various aspects of patent litigation, the courts contemporaneously worked to respond 
to concerns of dysfunctionality in the patent litigation system, finding targeted, surgical 
approaches which have not only improved the system and helped address the concerns in critical 
ways, but have done so in a timely manner. This will undoubtedly be true as the results of the 
AIA post-grant processes in the USPTO make their way through the appellate process, as well. 


3) You have expressed concern that some efforts to address the problem of patent 
trolls may have inadvertent consequences for legitimate patent holders seeking to 
protect their rights. What do you think are the best strategies for addressing abuses 
in the system in a meaningful way, without unduly burdening the rights of 
legitimate patent holders? 


As an association comprised primarily of lawyers, many of whom engage in litigation on behalf 
of both owners and users of patents, AIPLA is very sensitive to the practices of some patent 
rights holders to take advantage of the strength of the patent system merely as a means to extract 
settlements rather than to protect their patent rights, and we are as concerned as anyone of the 
need to take appropriate and constructive actions to curb these abuses. They are real and they 
must be dealt with. However, as the question suggests, all of the proposals for litigation reform 
are currently structured to apply equally to all patent holders who may want or need to enforce 
their patent, not just patent assertion entities. As the General Accountability Office study found, 
patent assertion entity litigation may constitute only 19% of all patent litigation, and that the 
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other 80 % is attributed to more traditional operating companies, independent inventors, and 
research firms and universities.’ One of our biggest concerns is that any changes to the litigation 
system have equitable impacts on all patent holders and patent applicants (including their 
incentive to file for and obtain patents in the first instance) and that they are addressed in a 
deliberate and prudent manner to help ensure that result. 

First, as the GAO study also suggests, we believe that we need to make sure that the data which 
underlies the concerns that have been addressed is as empirical and comprehensive as possible. 
There are recent concerns that earlier data on which there has been reliance may not be as 
credible or focused as first thought. In order to address any abuses, the types and universe of 
those abuses needs to defined and understood. The Federal Trade Commission is in the process 
of undertaking such a study"*. 

We agree with Commissioner Ohlhausen’ who suggested that this study, and others, should be 
permitted to complete their work to allow for the clearest and best understanding of these 
complex issues before additional systemic changes are undertaken. We would also note that 
former Under Secretary of Commerce for Intellectual Property and Director of the USPTO 
David Kappos recently addressed tliis same issue, stating the need for greater data clarity.* 

With regard to specific inadvertent consequences, it is by definition difficult to identify many of 
the specific unintended results until the changes are in place. However, some specific examples 
which have been discussed include: 

• Delaying discovery until after claim construction. One proposal would require judges 
to stay all discovery until after the Markman claim construction process has been 
completed, except for discovery related to claim construction itself. While it is argued 
that claim construction defines issues and is sometimes dispositive of the litigation, the 
fact is that this does not occur that often and that other early issues which other discovery 
might resolve, such as summary judgment, are precluded by this proposal. Moreover, 
delaying routine discovery that might otherwise have occurred in parallel would likely 
have the unintended consequence of extending the trial process overall, with its attendant 
costs and delayed judgment. 

• Requiring bonding or joinder at the beginning of most cases. The goal of these 
proposals is to remove incentives for bad actors to file frivolous suits if they have to take 
costly actions at the front end of litigation, which would be used to fund attorneys’ fees 
and costs if the ease is found to be one to which mandatory fee shifting applies. The 
unintended consequences are that, even with expanding the number of cases in which 
attorneys’ fees and costs might be found, it is highly likely that this is still a limited 
number of eases. To require an upfront assessment in all or most cases could create an 


^ GAO Study at page 17. 

http://www.ftc.gov/sites/default/flles/documents/federal__register_notices/20 13/09/1 30926paefrn.pdf 
^ http://www.ftc. gov/sites/default/files/documents/pubiic_^statements/pragmatists-approach-navigating-intersection- 
ip-antitrust/l31204ukant!trust.pdf; See pp. 19 et seq. 

‘htlp;//www. Iaw360.com/articles/501 142/facts-show-patent-trolls-not-hehind-rise-in-5uits 
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inequity that would not only discourage frivolous lawsuits but many legitimate ones, in 
particular those potentially brought by small entities. 

The best way to addressing abuses without burdening legitimate patent holders have basically 
been addressed in previous questions. 

• Let the AIA reforms play out and assess how they have addressed the litigation concerns 
they were intended to address. 

• Let the courts continue to work their targeted case-by-case reforms and the rule reform 
processes they have already begun. 

• Ensure that any reforms which are implemented are based on empirical independently- 
sourced data and not from commissioned sources or rhetorical arguments. 

• Ensure that any reforms will continue to encourage innovation and access to the patent 
system generally. 
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Question for the Record of Senator Sheldon Whitehouse 

Hearing; “Protecting Small Businesses and Promoting Innovation 
hy Limiting Patent Troll Abuse” 

December 17, 2013 

Question for All Witnesses 

Proactive Action hv Corporate Defendants 

Many Rhode Island businesses have been the victims of patent troll abuse, receiving bad- 
faith demand letters and being forced to settle lawsuits or engage in costly litigation based 
on dubious patent claims. Small and medium-sized companies, many of whom do not have 
an attorney on staff, often do not have the resources to effectively fight patent troll abuse, 
which is why reforms such as prohibiting bad-faith demand letters and allowing 
manufacturers to stay suits against customers are necessary and appropriate. 

Large corporate defendants, on the other hand, may have additional resources at their 
disposal that could allow them to take proactive steps to combat abuses by patent trolls. 
Consideration of such steps should be included in the discussion of how to address patent 
troll abuses. 

Independent of legislation to reform the patent litigation system, what are some proactive 
steps that large corporations that are frequently defendants in patent suits could take to 
better defend themselves against patent troll abuses? In particular, please address the 
positive and negative aspects of the following potential actions: 

• Referring patent trolls and their attorneys who initiate frivolous lawsuits and 
fraudulent and harassing conduct to the appropriate law enforcement authorities 
and disciplinary bodies, including, in the case of attorneys, state bar disciplinary 
boards', 

• Pursuing equitable remedies, such as injunctions against future suits by trolls with a 
demonstrated record of frivolous litigation, fraud, and harassment; 

• Pursuing Rule 11 sanctions against attorneys bringing frivolous suits; 

• Increased use of Joint defense agreements; 

• Purchase of patent litigation insurance; 

• Increased licensing and purchase of relevant patents; and 

• Simply refusing to pay unjustified claims. 

Answer of O. Todd Dickinson: 

Let me begin by acknowledging that AIPLA, is not a corporation but rather a non-profit bar 
association, and as such we are not in the same position to answer the question posed by Senator 
Whitehouse with regard to actions large corporations might take is the various circumstances 
cited. 
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With that said, we would like to comment on the these potential actions from the viewpoint of a 
bar association with mostly lawyer members who routinely represent clients as plaintiffs or 
defendants in patent litigation and have an understanding of the various concerns and abuses, 
potential and real, that have been raised in this dehate. 


• Referral to Appropriate Law Enforcement Authorities and Disciplinary Bodies 

In theory, it would be possible to refer patent owners to law enforcement authorities or their 
attorneys to state or presumably the USPTO disciplinary authorities for bringing a frivolous 
action. However, it is important to note that in most instances this question, is in the hands of the 
trial judge, and the targeted behavior —while potentially abusive in terms of taking advantage of 
the court system— would not otherwise rise to the need for separate disciplinary conduct. The 
trial judge has the discretion and the proximity to the action to recognize and deal with the issue 
in the first instance, if it should arise. Presumably, in exceedingly exceptional cases, either on 
their own initiative or on motion, the judges may also be in a position to make a referral such as 
is suggested by this question. To rise to the level of “frivolousness,” such that it would 
constitute either an actionable offense under state law or a state bar’s disciplinary rules, and 
would not be dealt with in the regular course of the trial, strikes us, however, as an exceedingly 
rare situation and not one for which a general rule might be propounded in legislation that has 
been discussed in this debate. In addition, to incentivize actionable offenses under state law or 
encourage invoking disciplinary rules might create additional unwanted and unnecessary 
proceedings that can be handled through the current court system or administrative agencies. 
Also, targeting lawyers, as opposed to their clients, often would not be appropriate and would not 
be directed at the party who is ultimately responsible for the abusive behavior. 


It should also be noted that there are other, less onerous prophylactic measures already in place, 
which are currently the subject of debate and appellate litigation. For example, the granting of 
attorneys’ fees and costs in exceptional cases remains available as a bulwark against all but the 
most egregious actions. Also, courts already have statutory ways to deal with attorneys who 
abuse the litigation system. See, e.g, 28 U.S.C. § 1927 (permitting courts to have counsel 
personally satisfy excessive fees and costs in litigation). In addition, the fact that any formal 
discipline, no matter how minor, may lead to significant professional consequences. Formally 
sanctioned attorneys may lose clients, their professional affiliations, and even the right to 
practice, all of which constitute a significant deterrent. 

That said, harassing conduct by patent owners in the form of unwarranted demand letters, 
especially against smaller and less sophisticated end users, is an increasing problem and one 
which we have addressed in our testimony. We believe in general that this may constitute a form 
of consumer fraud which may be very capably addressed by agencies such as the Federal Trade 
Commission and states’ attorneys general in the regular course of their jurisdiction. If such 
behavior does indeed rise to the level of harassment, criminal or otherwise, then it may be 
appropriate to refer those committing such acts to the appropriate authorities. The same might 
be true for attorneys behaving in a similar fashion and state bar disciplinary boards. That is not 
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to say that this should be a routine matter either, however, and care must be taken to balance this 
with the legitimate rights of patent holders as well as their constitutionally protected rights to 
free speech. 


• Injunctions Against Future Lawsuits 

Many of the previous broad comments apply in this instance as well. While we understand the 
appeal of such a possible remedy, we would again suggest tliat the specific nature of the actions 
that were sought to be enjoined would have to be of such a strikingly offensive nature that this 
would likely be a rare circumstance. Given that patents inherently provide a “right to exclude”, 
see 35 U.S.C. § 154, enjoying enforcement of patent rights may create unintended consequences 
that can be dealt with through other means. 


• Rule 11 Sanctions 

Rule 1 1 sanctions are always available against attorneys and parties in federal litigation. They 
are carefully circumscribed in most if not all jurisdictions, however, and have a notoriously high 
burden of proof We would also note that Rule 1 1 sanctions are usually sought on a particular 
aspect of a case and not on the case as a whole. Furthermore, Rule 1 1 does not apply to 
disclosure and discovery requests, responses, objections, and motions under Rules 26 through 37, 
sanctions for which are provided under Rule 37, which may further limit their use for the 
purposes suggested by the question. That said, it should be acknowledged that, when used 
appropriately, the availability of Rule 1 1 sanctions has been shown to serve the deterrent 
function for which it was intended, especially with regard to abusive litigation behavior. 

We would not urge a change in the current statute or jurisprudence of Rule 1 1, and are concerned 
in particular with regard to legislation introduced in the House of Representatives which would 
have required a Rule 1 1 hearing in every patent litigation. This would be an extraordinary waste 
of resources for both the litigants and the Court considering in particular the ratio of likely 
sanctionable instances to overall cases. It would also drive up the cost and complexity of patent 
litigation still further for very little return, and could suppress the ability of smaller or less well- 
resourced patent holders to access the judicial system. 


• Joint Defense Agreements 

Joint defense agreements are fairly common, especially in defending against “patent troll” 
actions in which the same patent is asserted against two or more parties. Joint defense or 
common interest agreements can be effective for pre-trial proceedings in addressing issues 
common to the accused inliingers. However, sometimes strategies among the members of a joint 
defense group may differ and oftentimes, should the cases ultimately go to trial, the cases would 
need to be tried separately. To the extent interests diverge, issues, including whether 
communications among a joint defense group should be treated as privileged, may develop. 
Also, in cases in which competitors are involved, other sensitivities may arise that make joint 
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defense agreements difficult to implement in the first instance. Further, where some parties to a 
joint defense agreement are not perceived to be sharing equitably in the costs of litigation, 
additional problems may arise. Of course, there are other cases, however, where the interests of 
the defendants, their potential liabilities, their trial strategies, their witnesses and discovery, etc., 
are such as to make their use impractical at best. 


• Increased Use of Patent Litigation Insurance 

Patent litigation insurance is available, but it is our understanding that (for reasons best explained 
by corporate interests) it has not been widely used. Traditionally, where practical, responsible 
companies would obtain freedom-to-operate advice and seek to obtain the rights to patented 
technology through license or cross-license prior to formal commercialization, significantly 
reducing the need for such insurance. This is the advice our members would ordinarily give such 
clients. For those entities that choose to commercialize without seeking the risk reduction 
afforded by such procedures, our members would again suggest that the best protection remains 
a more aggressive up-stream in-licensing program. However, for certain “troll” type matters, in 
which hundreds of patents may be at issue, traditional freedom to operate advice may not be 
practical and patent litigation insurance may be limited in value. 


• Simply Refusing to Pay Unjustified Claims 

While this strategy also has a certain appeal, its use requires knowledge that the premises on 
which it is based are sound. In particular, our members routinely give their clients advice and 
guidance on what claims are “justified” and which are not, as well as such traditional questions 
as the likelihood of prevailing in litigation. Companies and clients should seek the best 
professional advice they can in this regard before adopting this strategy, but reliance on that 
advice and refusing to submit to claims or litigation that is unjustified always remains a viable 
option in such circumstances. 
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Miscellaneous Submissions for the Record 


July 17, 2013 

The Honorable John Boehner 
Speaker 

United States House of Representatives 

The Honorable Nancy Pelosi 
Minority Leader 

United States House of Representatives 


The Honorable Harry Reid 
Majority Leader 
United States Senate 

The Honorable Mitch McConnell 
Minority Leader 
United States Senate 


Dear Speaker Boehner, Majority Leader Reid, Minority Leader Pelosi, and Minority Leader McConnell; 

The undersigned organizations strongly encourage Congressional efforts to address abuses of the legal 
system by certain patent assertion entities, commonly referred to as patent trolls. Managing frivolous 
patent suits unfortunately has become an expensive distraction for a large cross section of American 
businesses. Instead of focusing on innovation, job creation, and economic growth, we are forced to 
deal with legal games that have serious consequences. 

The growth and reach of patent troll activity in recent years has been astounding. Since 2005, the 
number of defendants sued by patent trolls has quadrupled. Last year, they sued over 7,000 
defendants and sent thousands more threat letters. This activity cost the U.S. economy $80 billion in 
2011, and productive companies made $29 billion in direct payouts. Moreover, trolls no longer only 
sue large tech corporations, Small and medium-sized businesses of all types, including start-ups, are 
now the most frequent targets. In 2012, trolls sued more non-tech companies than tech, spanning a 
wide range of American businesses. We seek reforms to the current system that would significantly 
curb trolls' ability to extort settlement demands from retailers, technology companies, small 
businesses, financial services institutions, state and local government entities, and many others who 
are today the targets of their outrageous claims. 

There is a growing consensus that now is the time to address this issue. We are pleased to see 
Chairman Leahy and Chairman Goodlatte are seeking comprehensive legislative solutions in the 
Judiciary Committees. Likewise, we are encouraged that several other Members have introduced 
legislation to tackle some ofthe complex problems we face. President Obama has also weighed in with 
executive actions and recommended legislation. There is no single solution to this complex question, 
but meaningful reforms like these would make it more difficult for patent trolls to continue their 
destructive business model. This broad support and the willingness of Congress to work across the 
aisle and across chambers on this complex issue is a testament to its importance. 
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We look forward to working with you and your colleagues to pass strong legislation to address these 
important issues. 


Sincerely; 

Alliance of Automobile Manufacturers 
American Association of Advertising Agencies 
American Bankers Association 
American Gaming Association 
American //osp/ta/i4ssoczat/on 
American Hotel & Lodging Association 
American Public Power Association 
American Public Transit Association 
Application Developers Alliance 
Association of National Advertisers 
Coalition for Patent Fairness 
Competitive Carriers Association 
COMPTEL 

Computer and Communications Industry Association 

Consumer Electronics Association 

Credit Union National Association 

Direct Marketing Association, Inc 

Electronic Frontier Foundation 

Electronic Retailing Association 

Engine Advocacy 

Financial Services Roundtable 

Food Marketing Institute 

Battery 

Independent Community Bankers of America 
Independent Insurance Agents and Brokers of America 


Information Technology Industry Council 

International Franchisers Association 

Internet Association 

Internet Infrastri^cture Association 

Motion Picture Association of America 

MPA - The Association of Magazine Media 

National Association of Broadcasters 

National Association of Realtors 

National Cable & Telecommunications Association 

National Council of Chain Restaurants 

National Grocers Association 

National Restaurant Association 

National Retail Federation 

Newspaper Associatio n of America 

NTCA - The Rural Broadband Association 

Online Publishers Association 

Printing Industries of America 

Public Knowledge 

Retail Industry Leaders Association 

Securities Industry and Financial Markets Association 

Software & Information Industry Association 

TechAmerica 

TechNet 

United States Telecom Association 
1776 


CC: The Honorable Bob Goodlatte 

The Honorable Patrick Leahy 
The Honorable John Conyers 
The Honorable Chuck Grassley 
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Connecticut 
BAokers Association 


MalneBankers 

A!f«iocia(i<in 



Rhode Isiand 
Bankers 
Association 


Massachusetts 

Bankers 

Association 


VIIA 

Vsrmonl Bankers Association 


July2S, 2013 


The Honorable Patrick J. Leahy 

Chairman, United States Senate Committee on the Judiciary 

224 Dirksen Senate Office Building 

Wasliington, DC 20S 1 0 

Via Facsimile: ( 202 ) 224-95 1 6 






Dear Chairman Leahy: 

As state banking trade associations representing more than 350 slate and federal savings, commercial, 
and cooperative banks and savings & loan associations throughout New England, we would urge your 
support of new legislation to address abusive patent litigation. Such litigation has resulted in the practice 
of extortive licensing fee demands against innocent business end-users, including banks. 

In general, non-practicing entities (NPEs) or “patent trolls,” are passive entities that claim ownership 
to a particular process and threaten lawsuits against third parties claiming infringement of a particular 
patent. Generally, the targets of these trolls are firms that are end-users of a product using technologies or 
processes licensed by others, i.e. ATM vendors: n2l competitors of the NPE nor developers of 
comparably patentable materials. To avoid litigation the NPE “generously” offers a licensing agreement 
to the targeted firm for continued use of the alleged patented product/service. 

While patent trolls have been around for a while (often funded by various hedge funds), in the last 
few years community banks have become a particular target. Here in New England, we have witnessed 
this phenomenon first-hand. 

Beginning in 201 1 and reaching a crescendo in Q4 2012, more than 150 banks in New England and 
the Northeast received a claim letter from Automated Transactions LLC (ATL). ATL asserted violations 
of several patents which connected ATM machines to the Internet to provide retail transactions. The 
irony is that banks are being asked to pay ATL for rights they assumed had already been paid to their core 
processors and ATM vendors. Since individual banks cannot risk a protracted legal fight that could cost 
from $2-6 million, most of our affected members agreed to settle with ATL and pay a licensing fee. 
Collectively we would estimate that this settlement including legal fees may have cost more than $2 
million: funds which could have been much better used for small business lending and consumer products 
and services. 
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July 25, 2013 


While several of their patents have been invalidated, ATL continues to issue demand letters and sue 
banks across the country. Other patent trolls have followed ATL’s seemingly successful strategy. While 
not as pervasive in New England, Wolf Run Hollow, Sonic Industry LLC and Gamsta LLC have recently 
contacted member banks about similar patent violations. These claims respectively deal with alleged 
violations related to methods/systems for transmitting secure messages across insecure networks, 
remotely setting witlidrawal limits for ATMs, and using scanning equipment to transmit files via the 
Internet. 

In conclusion we would urge you to support legislation to protect end-users of technology 
products/services from unfounded patent litigation and demand letter campaigns. Without such 
legislation, a cloud of legal uncertainty will allow banks and other businesses to be held hostage by patent 
trolls and divert resources to expensive litigation and settlements. We would be pleased to provide 
additional information and look forward to working with you to mitigate these abusive practices. 

Sincerely, 


; / ■’ • . ... ‘ 

"\h » •/ iJ -x — -- 


Lindsey R. Pinkham 

President 

Connecticut Bankers Association 

Christopher W. Pinkham 

President 

Maine Bankers Association 

Daniel J. Forte 

President 

Massachusetts Bankers Association 

Aim 

Christiana L. Thornton 

President 

New Hampshire Bankers Association 

William A. Farrell, Esq. 

Administrator* Legal Counsel 

Rhode Island Bankers Association 

Christopher D^Elia 

President 

Vermont Bankers Association 
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Ti“Brattleboro 
Savings & Loan 

Associaiion 



July 29, 2013 


The Honorable Patrick J. Leahy 
United States Senate 
Russeli Senate Office Building 
Room 437 

Washington, DC 20510 


Dear Chairman Leahy: 


The issue of patent trolls is a serious and growing issue for banks of all sizes in Vermont and across the 
country. Legislation is needed to curtail the risk of abusive patent litigation and the disingenuous license 
fee demands by non-practicing entities (NPEs), also referred to as "patent trolls". Your role as Chairman 
of the Judiciary Committee is a critical one, and we hope that you will agree that this issue is a serious 
one that needs to be addressed by the Committee and Congress as a whole. 

Despite much-needed reforms put in place by the America Invents Act, NPEs continue to manipulate the 
patent law, threatening litigation accompanied by licensing fee demands designed to extract a "tax" on 
the very innovation created to support and benefit consumers and the economy. Increasingly 
consumers use technology to complete daily tasks, and needless to say technology is becoming 
increasingly important to banks as well. 

Since banks of all sizes license innovation and technology to support consumer use and remain 
competitive in the marketplace, they are frequent NPE targets. In fact, banks are now one of the top 
ten industries targeted by NPEs and like many industries, when faced with threats of expensive patent 
litigation (estimated to cost between $500K and $3.5M) many banks— especially smaller institutions— 
find thattheir only option is to settle ratherthan face paying even higher litigation costs to defend 
themselves against frivolous claims of patent infringement. Repeated NPE attacks could result in not 
only limiting innovation, but also reduced competition in the marketplace. 

Well-funded and sophisticated patent trolls are taking advantage of community banks like mine with 
limited resources and little patent experience, and they have collected significant "licensing" fees 
literally for the cost of a stamp to mail a demand or threatening letter. Although the problem has grown 
for community banks in recent years, mid-size and larger banks have faced this problem since 2004 and 
have had to devote significant resources that could have been better used to support customers, 
including small businesses, rather than fight overly broad NPE claims of patent infringement. 

One example of the scope of the problem involves a company that has targeted more than 150 
community banks along the East Coast and in a couple of Southern states in recent months. It claimed 
that certain automated teller machine (ATM) transactions infringed on one or more of its patents and 
continued to make these claims knowing that the U.S. Patent and Trademark Office and the courts had 
invalidated several of its asserted patents and claims. To this day, the company continues to assert 
patents and sue community banks, including ones that do not even have ATMs. The patent system was 
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221 Main Street 05 Main Street www.brattbank.com 

P.O.Box 1010 P.O.Box 915 
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Telephone: (802) 254-5333 Telephone: (002) 805-2183 mfo(^brattbank.com 
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July 29, 2013 

The Honorable Patrick J. Leahy 
Page 2 

never intended to be used as a hidden time bomb against innovation and businesses that have a hand in 
building the economy. 

With respect to our bank's experience here in Vermont, in June, 2012, we received a letter from a New 
York law firm "offering" to grant us a sub-license to continue using our ATMs for a fee, and hoping we 
would "agree" so as to avoid litigation, which they were prepared to initiate within two weeks from the 
date of their letter if we did not agree. While all of the information I was able to obtain suggested that 
we should prevail in litigating the matter, the potential cost of doing so far exceeded the probable cost 
of this shakedown and so, with the help of counsel, we joined a group of community banks in 
negotiating a settlement. 

While the terms of the settlement are confidential, suffice it to say that I must be very careful In 
decisions I make about the expansion of our ATM network in the future, lest the cost be more than it 
should be. In this particular matter, for any bank, let alone our little community bank, to have to pay 
what is in my opinion extortion to expand our ATM network is an egregious affront to how we should be 
conducting business in this country. 

These examples illustrate how critical it Is that legislation be enacted to protect end-users in Vermont 
that purchase or license products or services in good faith from reputable vendors and technology 
companies to support their business and customers. Legisiation must also make it harder and more 
costly for trolls to launch unfounded demand letter campaigns. 

There are also several bills pending in the Senate that could help; in particular, S. 1013 by Senator John 
Cornyn (R-TX) and S. 866 by Senator Charles Schumer (D-NY). Mr. Chairman, I understand that you are 
also drafting a bill on this issue and your support for moving forward with legislation to deal with patent 
trolls Is critical. Please let me know if I can do anything to help you and your colleagues in the Senate 
pass legislation that will end abusive litigation by patent trolls and have it enacted into law as soon as 
possible. 



President & CEO 



298 


October 18, 2013 

The Honorable Patrick J. Leahy 
Chairman, Committee on the Judiciary 
United States Senate 
224 Dirksen Senate OfBoe Building 
Washington, DC 20510 

The Honorable Bob Goodlatte 
Chairman, Committee on the Judiciary 
U.S. House of Representatives 
2138 Rayburn House Office Building 
Washington, DC 20515 

The Honorable Chuck Grassley 

Ranking Member, Committee on the Judiciary 

United States Senate 

224 Dirksen Senate Office Building 

Washington, DC 20510 

The Honorable John Conyers, Jr. 

Ranking Member, Committee on the Judiciary 
U.S. House of Representatives 
2138 Rayburn House Office Building 
Washington, DC 20515 

Dear Messrs. Chairmen and Ranking Members: 

Thank you for the leadership that you and your committees have shown in recognizing 
the need to reform the nation’s patent system. America’s patent system must promote 
innovation. It must ensure that companies large and small can devote resources to productive, 
pro-growth iimovation in the marketplace instead of burdensome, unjustified patent litigation 
that stifles innovation. 

Yet some entities use patents to tax innovation, not to promote it. Such companies 
accuse iimovators of infringement — not to capture the value of the patent, but to demand 
settlements based on what their targets would have to spend to fight them in court The 
enormous cost of defending against an infiingeraent allegation raises particular coneems when a 
small business is the defendant. For these businesses, the cost of defense may exceed their 
revenue, all but compeUing settlement regardless of the merits. 


' See, e.g., BRIAN T. YEH, CONG. RESEARCH SERV., R42668, An OVERVIEW OF THE “PATENT TROLLS” 
Debate 1 (20 1 2) (stating that “vast majority” of cases brought by patent assertion entities “end in 
settlements because litigation is risky, costly, and disruptive for defendants, and PAEs often offer to settle 
for amounts well below litigation costs to make the business decision to settle an obvious one”). 
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We urge you to enact the following patent litigation reform measures, wdiich will make 
patent litigation more efficient in order to reduce the incentive to bring such nuisance patent 
suits; 


• Genuine notice pleading in patent cases. Under current law, entities that accuse 
innovators of patent infringement need not tell their targets in the complaint which 
claims of the patent they allege ate infiinged or which products or services allegedly 
infringe. A target that does not know the precise allegations against it can run up 
high, wasteful legal bills pursuing arguments that turn out to be irrelevant once the 
accuser finally makes its case clear. Section2ofS. 1013 and Section 2 of H.R. 2639 
both aim to correct this problem.^ 

• Efficient management of patent cases. In patent cases, the judge typically issues a so- 
called Markman ruling that construes tire terms in the patent claims and lets the 
patties know the patent’s scope. Under current law, expensive discovery often 
happens before that ruling, even though the ruling can render niuch of that discovery 
a waste of time and money. Knowing that, some accusers use early discovery 
burdens to force a settlement based on the cost of litigation, rather than the merits of 
the case. Wesupportproposals — suchasSection 4(a) ofS. 1013 and Section 5 of 
H.R. 2639 - that stay any unnecessary discovery until the court has told the parties 
what the patent covers. 

• Curbing discovery abuse in patent eases. Some patent accusers aim to leverage the 
cost of excessive discovery to force a settlement that has little to do with the merits of 
thecase. We support proposals that, like Section 4(b) of S. 1013, allow for discovery 
of core documentary evidence in patent cases in the usual way, but that require the 
accuser to pay the costs of producing any additional discovery in patent cases. 

• Patent fee shifting. In addition, we also support appropriate fee-shifting reform. The 
Patent Act has included a fee-shifting provision since 1952. We encourage Congress 
to provide more clarity regarding patent fee shifting. Done correctly, fee-shifting 
reform will deter nuisance patent lawsuits, particularly those based on weak patents, 
and ensure fairness in the patent system. 

Reforms to mitigate the estoppel bar for administrative review of issued patents are also 
important. In addition, the reforms above are essential because they will make patent litigation 
less expensive and more efficient They will help weed out the exploitative cases in which the 
accuser seeks to extract a settlement based on the cost of litigation, rather than on the merits of 
the cases. They will have little impact on cases foimded on the merits of the patented 
technology, ensuring that inventors can receive their due reward for their work. We look 
forward to working with you to ensure that these proposals succeed in fteeing the patent system 
to fulfill its function: encoiuaging innovation and boosting the American economy. 


’ S. 1013 was introduced by Sen. Comyn on May 22, 2013. H.R. 2639 was introduced by Reps. Farenthold and 
Jeffiies on July 10, 2013. 
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Sincerely, 

ADTRAN, Inc. 

Huntsville, Alabama 

American Consumer Institute 
Washington, DC 

Ajjpleinc. 

Cupertino, California 

Application Developers Alliance 
Washington, DC 

Avayninc. 

Santa Clara, California 

BlackBerry Limited 
Irving, Texas 

BSA I The Software Alliance 
Washington, DC 

Ciena Corporation 

Hanover, Maryland 

Cisco Systems, Inc. 

San Jose, California 


Coaliripn for Patent Fairness 
Washington, DC 

Consolidated Communications 
Mattoon, Illinois 

Consumer Action 

Wadiington, DC 

Consumer Electronics Association 
Arlington, Virginia 

DIRECTV 

El Segundo, California 

DISH Network 

Englewood, Colorado 
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Drppfeax, Inc. 

Snn Francisco, Cf^iforma. 

eBay Inc. 

San Jose, California 

Electronic Frontier Foxmdation 
San Francisco, California 


Bttgine 

San Francisco, Califoniia 

Entertainmeat Software Association 
Washington, DC 

Facehpok 

Menlc Park, California 

FairPoint Communications, Inc. 
Charlotte, North Carolina 

Ford Motor Company 

Dearborn, Michigan 

Frontier Communications Corporation 
Stamford, Connecticut 


Google Inc. 

Mountain View, California 


Gronpo0,lnc. 

Chicago, Illinois 


GVTC Communications 

New Braunfels, Texas 

Hawaiian Telcom 

Honolulu, Hawaii 

Hewlett-Packard Company 
Palo Alto, California 

HTC America 

Bellevue, Whsbiilgton 
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IBM Coiporation 

Aimonk, New York 


Juniper Netwoiks, Inc. 

Sunnyvale, CMifomia 

Networks, Inc. 

Tempe, Arissona 

Liakedin 

Mormtain VieWj CaUfomia 

MediaFire 

Hdaston, Texas 

Meetup, Inc. 

New York, New York 

Miwosoft Corporation 

Redmond, Washington 

National Retail Federation 
Washington, DC 

NCTA “ The National Cable & TelecomraunicatiOns Association 
Washington, DC 

Netflix,Inc. 

Los Gatos, Califoniia 

New York Tech Meetup 

New York, New Yoric 


North State Communications 

Higb Point, North Carolina 

NTGA- Tbe Rural Broadband Association 
Arlington, Virginia 


Orajle 

Redwood CSty, Califomia 


personal Democr^y Media 
New York, New York 
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Public Knowledge 

Washington, DC 


QVC.Inc. 

West Chester, Pennsylvatiia 

Rhckspace 

Saa Antomo, Te5^ 

Red Hat, Inc, 

Raleigh, North Carolina 

Safeway hic. 

PleasOTtonj California 

SAS Institute Inc. 

Cary, North Carolina 

Shenandoah Telecornmunicadons Company 
Edinburg, Virginia 

Southwe^ T«as Telephone Compmiy 
Rocksprings, Texas 


TechAmerica 

Washington, DC 

Twitter, Inc. 

San Francisco, California 

USTelecom Association 
WasMngtoh, DC 

Verizon COTununications hic. 
New Yoih, New York 

VlZIO,Inc. 

Irvine, California 

Waterfell Mobile, Inc. 

San Francisco, California 
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Windstream Commiinications 
Little Rock, Arkansas 

XO Communications 

Herndon, VkgiDia 

cc: Members of Senate and House Committees on the Judiciary 
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November 5, 2013 

The Honorable Patrick J. Leahy 
Chairman, Committee on the Judiciary 
United States Senate 
224 Dirksen Senate Office Building 
Washington, DC 20510 

The Honorable Charles Grassley 
Ranking Member, Committee on the 
Judiciary 

224 Dirksen Senate Office Building 
Washington, DC 201510 

Dear Messrs. Chairmen and Ranking Members: 

We, the undersigned trade associations and public interest organizations, applaud bipartisan 
efforts in Congress to curb abusive patent litigation. As Congress considers this much-needed 
legislation, we strongly urge you to include provisions to address unfair and deceptive patent 
infringement demand letters. 

Patent trolls are increasingly harassing businesses and not-for-profits of every size, across the 
wide swath of industries represented here, with demand letters. These letters come out of 
nowhere, and often allege that the mere use of everyday technology violates the patent holders’ 
rights. Further, these questionable letters typically state vague or hypothetical theories of 
infringement, often overstate or grossly reinterpret the patent in question, and, in some cases, 
make allegations of infringement of expired or previously licensed patents. 

At their core, demand letters use the threat of litigation as leverage to extract a “licensing fee” 
from the recipient business. Recipients often simply settle these nuisance claims rather than run 
the risk of protracted litigation in federal court. Put simply, it is often much more expensive to 
hire a lawyer to review or defend against a suspect claim than it is to pay the requested “fee.” 
This is the troll’s business model. 

While many in Congress are appropriately focusing on litigation reform and changes to 
procedures at the U.S. Patent and Trademark Office (“USPTO”) to ciub abusive practices, we 
believe that pre-litigation demand letters must also be addressed. We appreciate that Chairman 
Leahy and other leaders in Congress, as part of the overall patent reform effort, support 
legislative proposals to have the Federal Trade Commission (“FTC”) look into unfair or 
deceptive demand letters and, using their current consumer protection enforcement powers, rein 
in bad actors that target main street businesses. 

Demand letters are central to the patent troll problem. Indeed, many claims begin and end with 
these letters as companies quickly pay undeserved “licensing fees,” given the expense and 
complication of defending on the merits in court. We urge Congress to enact meaningful 
legislative solutions to protect businesses of all sizes from these “smash and grab” tactics. The 
fight for patent litigation reform and demand letter relief is truly a main street issue impacting 


The Honorable Robert Goodlatte 
Chairman, Committee on the Judiciary 
U.S. House of Representatives 
2138 Rayburn House Office Building 
Washington, DC 20515 

The Honorable John Conyers 
Ranking Member, Committee on the 
Judiciary 

2138 Rayburn House Office Building 
Washington, DC 20515 
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businesses and not-for-profits in communities across the country. We look forward to working 
with you on this important issue. 

Sincerely, 

American Association of Advertising Agencies 

National Retail Federation 

The Direct Marketing Association, Inc 

National Council of Chain Restaurants 

National Restaurant Association 

The Mobile Marketing Association 

Application Developers Alliance 

Association of National Advertisers 

The Food Marketing Institute 

National Association of Convenience Stores - NACS 

Public Knowledge 

American Hotel & Lodging Association 
National Grocers Association 

Independent Insurance Agents & Brokers of America 
National Association of Realtors - NAR 
Competitive Carriers Association 
Retail Industry Leaders Association 
American Apparel & Footwear Association 
Engine Advocacy 

American Public Transportation Association 

American Public Power Association 

CC: All members of the Senate Judiciary Committee 
All members of the House Judiciary Committee 
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Startup Investors Nationwide Support Broad Patent Reform 
B November 2013 
Dear Congress; 

Eaoh year, we invest hundreds of millions of dollars in software and information teohnoiogy businesses 
and emerging mobile teohnologies, Together with other investors, we commit more than SI billion 
annually in angel and venture oapital that ensures continuing growth of young, high-tech companies 
employing l.d million people. CDllectively, we have invested in companies suoh as Netfllx, Twitter, 
Facebook, Dropbox, Palantir, Kickstarter, and countless other technologies that power Amerioan 
businesses everywhere. We are the fuel in America's startup economy engine. 

We write to urge comprehensive legislation to address the troubling growth and sucoess of the patent 
troll business model. Young, innovative companies are increasingly threatened and targeted by patent 
troll lawsuits. In fact, the majority of companies targeted by patent trolls have less than SIO million in 
revenue. And while big companies paid the lion's share of the S29 billion of direct costs resulting from 
patent troll activities in 2011, the costs borne by small companies are a proportionately larger share of 
their revenues. 

As a result, Congress and the Administration are considering multiple reform proposals. None alone 
will fix the problem, but together they will make a substantial dent in what one famous troll recently 
called "a new industry." 

Successful legislation should make it harder to be a patent troll, and easier for targeted businesses to 
protect and defend themselves. Legislation should: 

Make it easier to efficiently review patents at the Patent Office, as an alternative to litigation. 
Increase transparency by requiring patent trolls to specify, in complaints and demand letters, 
which patent and what claims are infringed,. and specifically how the offending product or 
technology infringes. 

Limit the scope of expensive iitigation discovery. 

Require patent trolls to pay legal fees and other costs incurred by prevailing defendants. 
Protect end users of technology (e.g., wi-fi, printers and scanners, and APIs] from being liable 
for infringements by technology providers. 

Our Founders did not intend to incentivize patent trolling in the Constitution — nor did Congress 
intend the Patent Act to promote this industry. Comprehensive legislation to reduce abusive patent 
litigation will make the patent troll business model less attractive, and will protect software, mobile 
and information technology entrepreneurs. In turn, our digital economy will continue to grow and so 
will our national economy. 


1 
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The undersigned: 

Nicole Glaros 
Techstars 

Boulder, CD and New York, NY 


Gil Bickel 

St, Louis Arch Angels 
St, Louis, MD 


David Bradbury David Gold 

Vermont Center for Emerging Technologies Access Venture Partners 

Burlington, VT Westminster, CD 


Glen Bressner 
Originate Ventures 
Bethlehem, PA 


Greg Gottesman 
Madrona Venture Group 
Seattle, WA 


Brad Burnham 
Union Square Ventures 
New York, NY 

Jeff Bussgang 
Flybridge Capital 
Boston, MA 


Paul Graham 
Y Combinator 
Mountain View, DA 

Bill Gurley 
Benchmark Capital 
Menlo Park, CA 


Steve Case 
Revolution Capital 
Washington, DC 

Jeff Clavier 
SoftTechVC 
Palo Alto, CA 

Ron Conway 
SV Angel 

San Franciscb, CA 
Mark Cuban 

Investor in over 7D startups 
Dallas, TX 

Peter Esperrago 
Cultivation Capital 
St, Louis, MD 

Brad Feld 
Foundry Group 
Boulder, CO 


Reid Hoffman 
Greylock Partners 
Menlo Park, CA 

Kirk Holland 

Access Venture Partners 
Westminster, CO 

Len Jordan 

Madrona Venture Group 
Seattle, WA 

Scott Levine 
iSelect Fund 
Clayton, MD 

John Lilly 
Greylock Partners 
Menlo Park, CA 

Trevor Loy 
Flywheel Ventures 
Albuquerque and Sante Fe, NM 


2 



Chris Marks 

High Country Venture 

Boulder, CD 
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Alexis Dhanian 
Angel Investor 
New York, NY 


Dan Marriott 

Bijan Sabet 

Stripes Group 

Spark Capital 

New York, NY 

Boston, MA 

Matt McCall 

□evin Talbott 

Pritzker Venture Capital Group 

Enlightenment Capital 

Chicago, IL and Los Angeles, CA 

Washington, DC 

Jim McKelvey 

Brett Topche 

Cultivation Capital 

MentorTech Ventures 

St. Louis, MD 

Philadelphia, PA 

Andrew McLaughlin 

Jorge M. Torres 

BetaWorks 

Silas Capital 

New York, NY 

New York, NY 

Josh Mendelsohn 

Hunter Walk 

Hangar 

Homebrew 

San Francisco, CA 

San Francisco, CA 

Jason Mendelsohn 

David Weekly 

Foundry Group 

Startup Founder and Angel Investor 

Boulder, CD 

Palo Alto, CA 

Michael Neril 

Fred Wilson 

Webb Investment Network 

Union Square Ventures 

San Francisco, CA 

New York, NY 

Charlie D'Donnell 


Brooklyn Bridge Ventures 


New York, NY 





Application 

Developers 

Alliance 
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NATIONA 

RESTAURANT 

ASSOCIATION 


ON ^ 


November 7, 2013 


Chairman Patrick Leahy 
United States Senate 
Judiciary Committee 


Ranking Member, Chuck Grassley 
United States Senate 
Judiciary Committee 


Chairman Jay Rockefeller 
United States Senate 
Commerce Committee 


Ranking Member, John Thune 
United States Senate 
Commerce Committee 


Chairmen Leahy and Rockefeller and Ranking Members Grassley and Thune; 


On behalf of our nation's restaurant and foodservice industry, the National 
Restaurant Association strongly supports reforms to provide technology end-users with 
relief from abusive patent assertion entities' (PAEs or patent trolls) demands. The 
restaurant and foodservice industry consists of roughly 980,000 locations nationwide with 
estimated sales of $660 billion accounting for roughly 4% of our nation’s GDP. The industry 
is also the 2^^^ largest private employer in the United States with over 13.1 million 
employees. Roughly 90% of the industry consists of small business owners. 

This time last year, very few industry members had heard of patent trolls. 
Unfortunately, since then, our industry has been increasingly barraged with ill-founded 
patent infringement litigation demand letters challenging the use of basic technologies in 
our establishments, on our websites, and on individuals' smartphones. Many of the 
technologies that have come under fire from patent trolls are ones that provide extensive 
value-added services to our customers, such as in-store Internet WiFi access, online 
nutrition calculators, and restaurant locators on websites and in store-branded 
smartphone applications. The restaurant industry Is constantly evolving to provide 
exceptional service to our customers. In the process, we work closely with innovative 
entrepreneurs in the technology space. Unfortunately, even the threat of litigation deters 
restaurants from partnering with new and innovative third-party technology providers. We 
in no way wish to inhibit small inventors and other patent holders' ability to bring 
legitimate claims, but trolls, with frivolous claims, provide no value to the overall economy 
and must be tempered from steering valuable resources and time away from job-creating 
industries. 


Enl'anclng i,h4> qjyiiiy cf iif>i 'or ail wy serva 
Restaurant.org j ro'WeRRestsurants 

2055 L Street NW. Washington, DC 20036 | ( 202 ) 331-5900 ! ( 300 ) 424-5156 
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NATIONAL 

RESTAURANT 

ASSOCIATION 


ON ^ 


It is critical to create a more equitable and transparent environment that changes 
the economic dynamics for patent trolls. Currently, there is very little risk or exposure for 
patent trolls who send frivolous patent infringement demand letters. In order to shift these 
economic dynamics, patent litigation reform and increased transparency on demand letters 
are key reform priorities for our industry, along with any other reasonable solutions that 
make it more difficult for patent trolls to prey on end-user companies, such as restaurants. 

When a business receives a litigation demand letter, it has to weigh the validity of 
the patent infringement claims and make a decision about how to respond to the letter. 
Often, it is easier to settle even baseless infringement claims rather than fight the patent 
trolls because of the extensive time and resources it would take to litigate the claim. For all 
businesses, and particularly small businesses, the first step in this decision-making process 
is determining the legitimacy of the patent assertion entity's claims. Demand letters often 
lack the information and transparency necessary for business owners to research and 
make a simple assessment about whether the patent infringement claim has merit. 
Requiring additional information and transparency on the actual demand letters, as well as 
increased information online at a trusted third-party website about pending patent 
litigation and patent troll companies, will help provide small business owners with a first 
line of defense to assess the validity of many of the patent infringement claims they are 
seeing at an increasingly alarming rate. 

We are pleased that Senator Leahy and others have encouraged the Federal Trade 
Commission to utilize its existing authority and powers to combat abusive patent troll 
behavior, including egregious demand letter practices. We are hopeful that legislators will 
make demand letter transparency a top priority for any patent reform legislation as 
Congress moves forward. The bottom line is that patent trolls and their frivolous litigation 
demand letter claims arc drain on business and the economy, and it is critical that we 
reform the system to make it more difficult for the patent trolls to prey on industries like 
ours who add value to the communities we serve. 

Sincerely, 

National Restaurant Association 
Alabama Restaurant Association 
Arizona Restaurant Association 
Arkansas Hospitality Association 
California Restaurant Association 
Colorado Restaurant Association 
Delaware Restaurant Association 
Florida Restaurant & Lodging Association 
Georgia Restaurant Association 
Iowa Restaurant Association 

CnriarvNni:) the quaiily of iif« ‘or oil we ysrvs 

Restaurant.org | ■o'.WeRRe-staurants 

2055 L Street NW, Washington, DC 20036 i ( 202 ) 331-5900 j ( 300 ) 424-5156 
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Idaho Lodging & Restaurant Association 

Illinois Restaurant Association 

Louisiana Restaurant Association 

Restaurant Association of Maryland 

Michigan Restaurant Association 

Mississippi Hospitality & Restaurant Association 

Nebraska Restaurant Association 

New Hampshire Lodging & Restaurant Association 

New Jersey Restaurant Association 

New Mexico Restaurant Association 

N ew York State Restaurant Association 

North Carolina Restaurant & Lodging Association 

North Dakota Hospitality Association 

Ohio Restaurant Association 

Oklahoma Restaurant Association 

Oregon Restaurant & Lodging Association 

Pennsylvania Restaurant & Lodging Association 

Rhode Island Hospitality Association 

South Carolina Restaurant & Lodging Association 

South Dakota Retailers Association 

Tennessee Hospitality Association 

Texas Restaurant Association 

Utah Restaurant Association 

Vermont Chamber of Commerce 

Virginia Hospitality & Travel Association 

West Virginia Hospitality & Travel Association 

Wisconsin Restaurant Association 


Restcriurant-org | .b'WeRRestauranCs 

2055 L Street NVV, Washington, DC 20036 | (202) 331-5900 1 (800) 424-5156 
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Tech Voice 


/ CompTIA and TECNA 


November 19, 2013 

The Honorable Patrick Leahy 
United States Senate 
437 Russell Senate Office Building 
Washington, DC 20510 

Dear Senator Leahy: 

On behalf of TechVoice, a partnership of CompTIA, the Technology Associations of 
North America (TECNA) and 26 participating technology councils, I \vrite to express 
our gratitude for your leadership in addressing abusive patent litigation. As you 
kno\v, a recent GAO report that focuses on patent infringement litigation states that 
of a sample of 500 lawsuits from 2007 to 2011, the number of overall defendants in 
patent infringement lawsuits increased by about 129 percent over this period. 
Clearly there is need for reform and we feel that your bill is an important starting 
point. 

In particular, we thank you for hearing the concerns of small and medium sized tech 
innovators by addressing bad faith demand letters. This coupled with provisions 
that address transparency of patent ownership will go far in aiding innovators in 
defending themselves against frivolous proceedings. While we also favor an 
accessible website that would disclose both the PAE and the patent they are 
attempting to enforce upon a threshold of 15 or more demand letters, the inclusion 
of this important topic is of great significance to small and medium sized IT firms 
and opens the debate for additional solutions. 

We also appreciate those provisions in the bill that provide protection for end-users 
from abusive patent claims by allowing for the stay of cases against downstream 
customers. We believe this will have a very positive impact on curbing abusive 
tactics. 

We look forward to being helpful in advancing this important legislation. We thank 
you for your leadership in working toward meaningful reform and we hope that we 
can continue to be a resource to you and your staff in the weeks ahead. 


Sincerely yours. 



Elizabeth Hyman 

Vice President, Public Advocacy 

CompTIA 
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19 November 2013 

We, the undersigned, are a group of inventors, technologists and entrepreneurs. Many of us have 
founded technology businesses; we have invented many of the protocols, systems and devices that 
make the Internetwork, and we are collectively listed as the inventors on over 150 patents. 

We write to you today about the LI.S. patent system. That system is broken. Based on our experiences 
building and deploying new digital technologies, we believe that software patents are doing more harm 
than good. Perhaps it is time to reexamine the idea, dating from the 19B0s, that government-issued 
monopolies on algorithms, protocols and data structures are the best way to promote the 
advancement of computer science. 

But that will be a complex task, and one we don't expect to happen quickly. Unfortunately, aspects of 
the problem have become so acute they must be addressed immediately. 

Broad, vague patents covering software-type inventions— some of which we ourselves are listed as 
inventors on— are a malfunctioning component of America's inventive machinery. This is particularly 
the case when those patents end up in the hands of non-practicing patent trolls. 

These non-practicing entities do not make or sell anything. Their exploitation of patents as a tool for 
extortion is undermining America's technological progress: patent trolls are collecting taxes on 
innovation by extracting billions of dollars in dubious licensing fees, and wasting the time and 
management resources of creative businesses. Many of us would have achieved much less in our 
careers if the trolling problem had been as dire in past decades as it is now. 

Some legislative proposals under current consideration would fix the trolling problem. These include: 

• Requiring that patent lawsuits actually explain which patents are infringed by which aspects of 
a defendant's technology, and how: 

• Making clear who really owns the patent at issue; 

• Allowing courts to shift fees to winning parties, making it rational for those threatened with an 
egregious patent suit to actually fight against the threat rather than paying what amounts to 
protection money: 

• Ensuring that those who purchase common, off-the-shelf technologies are shielded if they are 
sued for using them: and 

• Increasing opportunities for streamlined patent review at the patent office. 

While subduing the trolling threat, these proposed changes will not fix the software patent problem 
completely. Congress should consider ways to stop these patents from interfering with open 
standards and open source software: from being claimed on problems, rather than solutions; and 
from being drafted so obscurely that they teach us nothing and cannot be searched. Congress needs 
to examine the very question of whether their net impact is positive. 
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But for now, we urge you to implement simple and urgently necessary reforms. We believe in the 
promise of technology and the power of creation to increase access to information, to create jobs, and 
to make the world a better place. Please do not let patent trolls continue to frustrate that purpose. 

The undersigned: 

Ranganathan Krishnan - 30 patents 

Former Principle Engineer at Qualcomm: led the software team building the aircraft modems that now 
power GoGo in-flight Wi-Fi: Data center architect for Zaho Corporation: Startup founder 

Paul Sutter - 36 patents, 22 applications 

Co-founder of Quantcast 

Or. Neil Hunt - 1^1 patents 

Chief Product Officer at Netflix 

Justin Rosenstein - 13 patents, 23 applications 
Founder ofAsana: Farmer Engineering Lead at Facebook 

Oustln Moskovitz - 2 patents 
Co-Founder of Facebook and Asana 

Ev Williams 

Entrepreneur, CEO of the Obvious Corporation, co-founder of Odeo, Blogger, Twitter, and Medium 
David S.H. Rosenthal - 2.‘\ patents 

Founder of the LOCKSS program, aimed at long-term preservation of web published materials 
Frederick Baker - 15 patents, 52 RFCs 

Former chair of IETF [ the standards body of internet tech}: member to FCC TAC, BITAG and other 
bodies that advise the US government on technology 

John H. Howard - 10 patents 

Researcher at MIT, University of Texas, IBM, Carnegie Mellon, MERL, and Distinguished Engineer at Sun 
Microsystems 

Jon Dallas - 7 patents, R RFCs 

Cryptographer, technologist, entrepreneur: Co- founder of PGP Corporation, Silent Circle and others 

Igor Kofman - B patents, 7 applications 

Co-founder of Hackpad inc., a company that develops next generation online collaboration tools: 
Former Engineer at YouTube/Google and Microsoft 
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Barbara Simons - 5 patents 

Fellow and Former President at Association for Computing Machinery 
Joshua Bloch - h patents, applications 

Former Chief Java Arohitect at Google and Distinguished Engineer at Sun Microsystems; Led the 
design and implementation of numerous Java platform features 

Rick Adams - 3 patents 

Founder of UUNET Technologies, the first commercial Internet provider 
Brandon Ballinger - 2 patents, 10 applications 

Co-founder of Sift Science, a company that helps fight fraud through machine-learning: Former 
software engineer at Google 

Maryse Thomas - 1 patent, applications 

Founder of Pokeware, a technology that naturally infuses video content with contextual advertising 
using its proprietary Ad Exchange for objects in video. 

Andrew Conway - 1 patent, 2 applications 

Founder & CEO of Silicon Genetics, a bioinformatics company [now part of Agilent]; First to control a 
helicopter entirely by GPS [and thus win 1995 AUVS contest] 

Derek Parham - 1 patent, 2 applications 

Creator of Google Apps for Businesses: Entrepreneur, investor, and advisor 
James Gettys - 1 patent, 1 application, 2 RFCs 

Editor of the HTTP/1.1 specification that underlies the World Wide Web; Co-author of the X Window 
System 

Harry Hochheiser - 1 patent, 1 application 
Professor of Biomedical Informatics at UPitt 

Ian Lance Taylor - 1 patent, 1 application 

Senior Staff Software Engineer at Google, Co-founder of Zembu Labs, and long time open source 
contributor 

Vincent C. Jones, PhD, PE - 1 patent 

90 years of designing and building computer networks: published author in the field of computer 
networking 

Jim Fruchterman - 1 patent 

CEO of Benetech, a nonprofit tech company; former rocket scientist and co-founder of Calera 
Recognition Systems and RAF Technology, Inc. 
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Todd Huffman - company holds 1 Patent 

CEO ofOScan, utilizes a nova! serial sectioning technique, KESM [Knife Edge Scanning Microscope] to 
create 3D models of large volume tissue samples 

Anselm Levskaya - 1 application 

Founder of Cambrian Genomics, a company developing a new technology pipeline to produce fully 
synthetic DNA at a fraction of the cost of current approaches 

Lorrie Cranor - 1 application 

Professor of Computer Science, Engineering, and Public Policy at Carnegie Melton: Director ofCyLab 
Usable Privacy and Security Laboratory 

Mark Kohler - 3 RFCs 

Implemented the IPvB tunneling protocols RFC 2893, RFC 2973, and RFC 305B for HP-UX and other 
Unix operating systems 

John Vittal - 3 RFCs 

Creator of the first integrated email program [MSG] and the initial "killer application" on the 
ARPAnet/Internet; Developed email standards still in use today 

Dan McDonald - 3 RFCs 

IPsec and IPvB pioneer, former project lead for Solarls/OpenSolaris IPsec. Current lllumos RTI 
advocate, and Principal Software Engineer for Nexenta Systems: Co-author of RFCs 1751, 2367, 5879 

Russell Nelson - 3 RFCs 

Ran the Clarkson [later Crynwr] Packet Driver Collection 
John Gilmore - 1 RFC 

Programmer, entrepreneur [ Sun Microsystems, Cygnus Solutions]: Free software author, maintainer, 
and co-creator [GDB. GNU Tar, Binutiis, GNU Radio, Gnash. OpenBTS]: protocol designer [RFC 351, 
BOOTP, which you use whenever you connect to Ethernet or WiFi]: Angel investor, philanthropist. 

Stephen Wolff 

Builder of NSFNET as a successor to ARPANET and for its transition to carrying commercial traffic, 
enabling the internet as we know it today: Internet Hall of Fame Inductee - 2013 

Frode Hernes 

VP of TV Product Management and former VP of Product Development at Opera Software: Contributor 
to ISO/CCITT and IETF standards within email directories and security: Board member of the HbbTV 
Association: Currently active in the spacifications for the TV Industry 
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Jaan Tallin 

Founding Engineer ofSkype: Refused to sign patents while at Skype 
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Megan Klimen 

Co- founder of 3Scan 

Matthew Goodman 

Co -founder of 3Soan 

Kodi Daniel 

Co-founder of 3Scan 

Mikki Barry 

Co-founder of InterCon Systems Corporations, the first commercial Internet applications company on 
the Mao platform; Intellectual Property and IT Attorney 

Jim DeLeskle 

Founder and CTO, Heimdall Networks, previously Chief Architect Tata Communications/Teleglobe; Sr. 
Engineer InternetMCI and contributor to IEEE and IETF working groups 

Brandon Ross 

Designer and builder of operating service provider networks such as MindSpring, NetRail, Internap and 
Comast: Member of the North American Network Operators Group [NANOG], the Internet Engineering 
Task Force (IETF]; Founder of Network Utility Force 

Benjamin C, Pierce 

Professor of Computer and Information Science at University of Pennsylvania: Fellow of the ACM: Lead 
developer of Unison, a widely used open-source file synchronization tool; Author 

David Snigier 

Led several successful projects as part of the Emerging Technologies group at the University of 
Massachusetts: Responsible for the design of systems used for research and administration 
throughout the UMass system 

Dylan Morris 

Co-founder and VP of Strategy of Integrated Plasmonics, a technology startup in San Francisco 
operating at the intersection of semiconductors, biotechnology, and digital health 

Robb Walters 

Founder, CEO, President, Board Director and Integrated Plasmonics 
Andrew Binstock 

Editor in Chief of Dr. Dobb's; founded iText Software Corp.; previously in charge of Global Technology 
Forecasts at PricewaterhouseCoapers: programmer 
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Mary Shaw 

Educator and researcher in software engineering: ACM SIGSOFT Outstanding Research Award for work 
in software architecture: Fellow of the Institute for Electrical and Electronic Engineers, the Association 
for Computing Machinery, and the American Association for the Advancement of Science 

Ernest E. [Lee] Keet 

President of Vanguard A tiantic Ltd. 

Former Chair, Intellectual Property Section, Software Industry Association, ADAPSO: Board member 
and lead investor in high tech startups 

The above have collectively contributed to the invention of the following 
technologies: 

PATENTS: 

• ^^6097^ Electronic computer with access to keyboard status information [Jones] 

• dSSllSS Centraiized synchronization of clocks [Simons] 

• 9589693 Decentraiized synchronization of clocks [Simons] 

• 9603380 DASD cache biock staging (Howard] 

• 97DB081 Method and apparatus for bridging local area networks [Baker] 

• 9809265 Method and apparatus for interfacing to a local area network [Baker] 

• 9916605 Fast write operations [Howard] 

• 5073933 X window security system (Rosenthal] 

• 5127098 Method and apparatus for the context switching of devices [Rosenthal] 

• 5187786 Method for apparatus for implementing a class hierarchy of objects in a hierarchical 
file system [Rosenthal] 

• 5932829 Credit/rate-based system for controlling traffic in a digital communication network 
[Howard] 

• 5998708 Computer network encryption/decryption device [Adams] 

• 5999782 Computer network encryption/decryption device [Adams] 

• 5970283 Microprocessor controlled fuel and ignition control for a fuel burning device 
[Fruchterman] 

• 5600839 Method and apparatus for reconciling different versions of a file [Howard] 

• 5619658 Method and apparatus for trapping unimplemented operations in input/output 
devices [Rosenthal] 

• 5623692 Architecture for providing input/output operations in a computer system [Rosenthal] 

• 5638535 Method and apparatus for providing flow control with lying for input/output 
operations in a computer system [Rosenthal] 

• 5690956 Computer network encryption/decryption device [Adams] 

• 5690591 Method and apparatus for naming input/output devices in a computer system 
[Rosenthal] 

• 5652793 Method and apparatus for authenticating the use of software [Rosenthal] 

• 5659750 Apparatus for context switching of input/output devices in responses to commands 
from unprivileged application programs [Rosenthal] 
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• 5B85Q11 Apparatus for handling failures to provide a safe address translation in an improved 
input/output arohitecture for a computer system [Rosenthal) 

• 5B9B99Q Method and apparatus for providing improved flow control for input/output 
operations in a computer system having a FIFO circuit and an overflow storage area 
[Rosenthal] 

• 5721997 Apparatus adapted to be joined between the system I/D bus and l/Q devices which 
translates addresses furnished directly by an application program [Rosenthal] 

• 5732Q87 ATM local area network switch with dual queues [Howard] 

• 57909QB Method and apparatus for providing fifo buffer input to an input/output device used 
in a computer system [Rosenthal] 

• 579Q969 Architecture for providing input/output operations in a computer system [Rosenthal] 

• 5795977 Traffic shaping and ABR flow control [Howard] 

• 5751951 Network interface (Howard] 

• 5758182 DMA controller translates virtual I/O device address received directly from 
application program command to physical i/o device address of I/D device on device bus 
(Rosenthal] 

• 5759861 Apparatus and method for controlling context of input/output devices in a computer 
system [Rosenthal] 

• 5805930 System for FIFO informing the availability of stages to store commands which 
include data and virtual address sent directly from application programs [Rosenthal] 

• 5887179 System, method, and program product for instruction scheduling in the presence of 
hardware lookahead accomplished by the rescheduling of idle slots [Simons] 

• 5887190 System for determining from a command storing in a storage circuit an application 
program which has initiated the command to determine an input/output device address 
[Rosenthal] 

• 5909595 Method of controlling I/O routing by setting connecting context for utilizing I/D 
processing elements within a computer system to produce multimedia effects [Rosenthal] 

• 5918050 Apparatus accessed at a physical I/O address for address and data translation and 
for context switching of 1/0 devices in response to commands from application programs 
[Rosenthal) 

• 592912B Method and apparatus for providing address translations for input/output operations 
in a computer system [Rosenthal] 

• 6023738 Method and apparatus for accelerating the transfer of graphical images (Rosenthal] 

• 6099222 System, method, and program product for loop instruction scheduling hardware 
lookahead [Simons] 

• B0B5071 Method and apparatus for trapping unimplemented operations in input/output 
devices [Rosenthal] 

• 6081859 System for providing fast transfers to input/output device by assuring commands 
from only one application program reside in FIFO [Rosentbal] 

• 6098079 File version reconciliation using hash codes [Howard] 

• 6292938 Retargeting optimized code by matching tree patterns in directed acyclic graphs 
[Simons] 
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• 6336186 Cryptographic system and methadolagy for creating and managing crypto poiicy on 
certificate servers [Cailas] 

• 6513032 Search and navigation system and method using category intersection pre- 
computation [Sutter] 

• 658hh50 Method and apparatus for renting items [Hunt] 

• 659h260 Content routing [Baker] 

• 6629198 Data storage system and method employing a write-ahead hash iog [Howard] 

• 6738937 Symboi recovery from an oversampled hard-decision binary stream [Krishnan] 

• 6792099 Distributed network traffic load balancing technique implemented without gateway 
router [Baker] 

• 6799572 System and method for imaging an object [3Scan] 

• 6775231 Dynamic weighted resource sharing [Baker] 

• 6789125 Distributed network traffic load balancing technique implemented without gateway 
router [Baker] 

• B8D1811 Software-directed, energy-aware control of display [Gettys] 

• 682D261 Inheritable thread-local storage [Bloch] 

• 8839895 Method of, system for, and computer program product for providing efficient 
utilization of memory hiararchy through code restructuring [Simons] 

• 6915282 Autonomous data mining [Conway] 

• 6928062 Uplink pilot and signaling transmission in wireless communication systems 
[Krishnan] 

• 7013958 Method and apparatus for associating metadata attributes with program elements 
[Bloch] 

• 7029381 Approach for renting items to customers [Hunt] 

• 7039001 Channel estimation for OFOM communication systems [Krishnan] 

• 7092857 Uplink pilot and signaling transmission in wireless communication systems 
[Krishnan] 

• 7062562 Methods and apparatus for content server selection [Baker] 

• 7080138 Methods and apparatus for content server selection [Baker] 

• 7095790 Transmission schemes for multi-antenna communication systems utilizing multi- 
carrier modulation [Krishnan] 

• 7098815 Method and apparatus for efficient compression [Rosenthal] 

• 7159237 Method and system for dynamic network intrusion monitoring, detection and 
response [Cailas] 

• 7171857 Method and apparatus for importing static members of a class [Bloch] 

• 7283687 Object-oriented enumerated type facility [Bloch] 

• 7292826 System and method for reducing rake finger processing [Krishnan] 

• 7359728 Modified power control for reduction of system power consumption [Krishnan] 

• 7383939 Apparatus and method for facilitating encryption and decryption operations over an 

email server using an unsupported protocol [Cailas] 

• 7901159 Distributed network traffic load balancing technique implemented without gateway 
router [Baker] 

• 7903910 Approach for estimating user ratings of items [Hunt] 
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• 7^0891^ Time-hopping systems and techniques for wireless communications [Krishnan] 

• 7937558 Method and system for verifying identification of an electronic mail message [Baker] 

• 7997981 System and method for reducing rake finger processing [Krishnan) 

• 7950963 Low power dual processor architecture for multi mode devices [Krishnan] 

• 7963576 Channel estimation for OFDM communication systems [Krishnan] 

• 7993133 Power control in ad-hoc wireless networks [Krishnan] 

• 7515595 Network using encoded transmissions and forwarding [Krishnan] 

• 7515929 Method and module for operating independently of a remote terminal if an incoming 
pilot signal is not detected within a time period and enabling a pilot signal transmission 
[Krishnan] 

• 7519371 Multi-hop communications in a wireless network [Krishnan) 

• 7529780 Conflict management during data object synchronization between client and server 
[Rosenstein] 

• 7536691 Web page authoring tool for structured documents [Rosenstein) 

• 7592971 Method of determining path maximum transmission unit [Sutter] 

• 759B252 Approach for managing rental items across a plurality of distribution locations 
[Hunt] 

• 755162Q Protecting data integrity in an enhanced network connection [Sutter] 

• 7593993 Method and system for synchronizing multiple user revisions to a shared object 
[Kofman] 

• 760B326 Transmission schemes for multi-antenna communication systems utilizing multi- 
carrier modulation [Krishnan) 

• 7B16638 Wavefront detection and disambiguation of acknowledgments [Sutter] 

• 7617127 Approach for estimating user ratings of items [Hunt] 

• 7630305 TCP selective acknowledgements for communicating delivered and missed data 
packets [Sutter] 

• 7631252 Distributed processing when editing an image in a browser [Rosenstein] 

• 7B31253 Selective image editing in a browser [Rosenstein] 

• 7631323 Method of sharing an item rental account [Hunt] 

• 7639715 Effects applied to images in a browser [Rosenstein) 

• 7690927 System and method for secure electronic communication in a partially keyless 
environment [Balias] 

• 7B5D387 Method and system for managing storage on a shared storage space [Baker] 

• 765B799 Flow control system architecture [Sutter] 

• 7657037 Apparatus and method for identity-based encryption within a conventional public- 
key infrastructure [Callas] 

• 7669190 Early termination of low data rate traffic in a wireless network [Krishnan] 

• 7698953 Early generation of acknowledgements for flow control [Sutter] 

• 7730213 Object-based storage device with improved reliability and fast crash recovery 
[Howard] 

• 7890698 Web-page authoring tool for automatic enrollment in advertising program 
[Rosenstein] 

• 7893938 QoS optimization with compression [Sutter] 
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• 7852799 Network using randomized time division duplexing [Krishnan] 

• 7869770 Routing messages in a zero-information nested virtual private network [Baker] 

• 7869772 Protecting data integrity in an enhanced network connection [Sutter] 

• 7895691 Method and system for dynamic network intrusion monitoring, detection and 
response [Callas] 

• 7907898 Asynchronous inter-piconet routing [Krishnan] 

• 7912957 Methods and apparatus for creation and transport of multimedia content flows 
(Krishnan] 

• 7953000 Mechanism to improve preemption behavior of resource reservations [Baker] 

• 7953799 Method and system for transitioning between synchronous and asynchronous 
communication modes [Kofman] 

• 7958529 Method of sharing an item rental account [Hunt] 

• 7969876 Method of determining path maximum transmission unit [Sutter] 

• 7978710 Synchronous inter-piconet routing [Krishnan] 

• 8009973 Virtual inline configuration fora network device [Sutter] 

• 8Q15067 Deleted account handling for hosted services [Parham] 

• 8019351 Multi-hop communications in a wireless network [Krishnan] 

• 8029652 Techniques to associate information between application programs [Kofman] 

• 8028029 System and method of instant messaging between wireless devices [Krishnan] 

• 8050271 Protecting data integrity in an enhanced network connection [Sutter] 

• 8077632 Automatic LAN/WAN port detection [Sutter] 

• 8086529 Systems and methods for transaction processing and balance transfer processing 
[Sutter] 

• 8150919 Method and system for transitioning between synchronous and asynchronous 
communication modes [Kofman] 

• 8155999 image text to character information conversion [Kofman] 

• 8156559 Method and system for verifying identification of an electronic mail message [Baker] 

• 8161368 Distributed processing when editing an image in a browser [Rosenstein] 

• 8176120 Web-page authoring tool for automatic enrollment in advertising program 
[Rosenstein] 

• 8208972 Low power dual processor architecture for multi mode devices [Krishnan] 

• 8230318 Selective image editing in a browser [Rosenstein] 

• 8233392 Transaction boundary detection for reduction in timeout penalties [Sutter] 

• 8238291 Automatic detection and window virtualization for flow oontrol [Sutter] 

• 8295123 Effects applied to images in a browser [Rosenstein] 

• 8295277 Universally usable human-interaction proof [Hochheiser] 

• 8259729 Wavefront detection and disambiguation of acknowledgements [Sutter] 

• 8271338 Approach for estimating user ratings of items [Hunt] 

• 8310928 Flow control system architecture [Sutter] 

• 8311981 Conflict management during data object synchronization between client and server 
[Rosenstein] 

• 8315977 Data synchronization between a data center environment and a cloud computing 
environment [Hunt] 
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• B32G2^^ Reservation based MAC protocol [Krishnan] 

• 8351985 Low power dual processor architecture for multi mode devices [Krishnan] 

• 8365235 Trick play of streaming media [Hunt] 

• 83B93B1 Early termination of low data rate traffic in a wireless network (Krishnan] 

• B3B6601 Detecting and reporting on consumption rate changes [Sutter] 

• B3BBB21 Parallel streaming [Hunt] 

• B91156D TCP selection acknowledgements for communicating delivered and missing data 
packets [Sutter] 

• 8917976 Dynamic randomized controlled testing with consumer electronics devices [Hunt] 

• B933B19 Digital content distribution system and method [Hunt] 

• B93B28D Detecting and reporting on consumption rate changes [Sutter] 

• 8993D56 Client-server signaling in content distribution networks [Hunt] 

• 099BD57 Audience segment selection (Sutter] 

• 8962B3D Early generation of acknowledgements for flow control [Sutter] 

• B969237 Method and apparatus for optimizing compilation of a computer program [Taylor] 

• B97293D Methods and apparatus for creation and transport of multimedia content flows 
[Krishnan] 

• 8978590 Word-level correction of speech input [Ballinger] 

• 8989135 Network topology formation [Krishnan] 

• 8989889 Method and apparatus for restricting access to encrypted data [Callas] 

• 8993955 Interference mitigation mechanism to enable spatial reuse in UWB networks 
[Krishnan] 

• 8999852 Word-level correction of speech input [Ballinger] 

• 85099G5 Audience segment selection [Sutter] 

• B553B99 Wavefront detection and disambiguation of acknowledgements [Sutter] 

• B559832 Server side user interface simulation [Moskovitz, Rosenstein] 

• 85BB353 Web-based system for collaborative generation of interactive videos [Kofman] 

• 8572977 Web-based incremental computing [Moskovitz, Rosenstein] 

• 89685B5 Method and apparatus for displaying information in response to motion picture 
programming (Thomas] 

APPLICATIONS: 

• 2G020065919 Peer-to-peer caching network for user data (Taylor] 

• 2B09B099763 Method and apparatus for importing static members of a class [Bloch] 

• 2GD9GD99769 Object-oriented enumerated type facility [Bloch] 

• 200900997GG Method and apparatus for associating metadata attributes with program 
elements [Bloch] 

• E0050D05029 Method of determining path maximum transmission unit [Sutter] 

• 20050G58131 Wavefront detection and disambiguation of acknowledgments [Sutter] 

• 20050Q6092B Early generation of acknowledgements for flow control [Sutter] 

• 200500B33D2 Automatic detection and window virtualization for flow control [Sutter] 

• 20G50G63303 TCP selective acknowledgements for communicating delivered and missed data 
packets (Sutter] 
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• 2D05DD63307 Flow control system architecture [Sutter] 

• 2D05Q07t|D07 Transaction boundary detection for reduction in timeout penalties [Sutter] 

• 20050120329 Method and apparatus for supporting typesafe software design [Bloch] 

• 20050222779 Oetecting recessive diseases in inbred populations [Conway] 

• 20060159029 Automatic LAN/WAN port detection [Sutter) 

• 200B0161516 Method and system for synchronizing multiple user revisions to a shared object 
[Kofman] 

• 200B0161585 Method and system for transitioning between synchronous and asynchronous 
communication modes [Kofman) 

• 200B0298992 Web page authoring tool for structured documents [Rosenstein] 

• 20070031886 Oetecting recessive diseases in inbred populations [Conway] 

• 20070198662 Deleted account handling for hosted services [Parham] 

• 20070198938 Account administration for hosted services [Parham] 

• 20070295310 Message catalogs for remote modules [Rosenstein] 

• 20070298090 Virtual inline configuration for a network device [Sutter] 

• 20070260979 Distributed processing when editing an image in a browser [Rosenstein] 

• 20070285928 Seif-refreshing display controller for a display device in a computational unit 
[Gettys] 

• 20080086791 Audience commonality and measurement [Sutter] 

• 20080170785 Converting Text [Kofman] 

• 20080225057 Selective image editing in a browser [Rosenstein] 

• 20080225058 Effects applied to images in a browser [Rosenstein] 

• 20080258113 Techniques to associate information between application programs [Kofman] 

• 20080256119 Techniques to display associated information between application programs 
[Kofman] 

• 20080270761 Techniques to generate event contexts for recurring events [Kofman] 

• 20090083992 Tracking Identifier Synchronization [Sutter] 

• 20090119187 Social Advertisements and Other Informational Messages on a Social 
Networking Website, and Advertising Model for Same [Rosenstein] 

• 20090182589 Communicating Information in a Social Networking Website About Activities 
from Another Domain [Rosenstein] 

• 20090201828 Method of determining path maximum transmission unit [Sutter] 

• 20090216815 Conflict Management During Data Object Synchronization Between Client and 
Server [Rosenstein] 

• 20090235158 Web Page Authoring Tool for Structured Documents [Rosenstein] 

• 20100036779 User-controllable learning of policies [Cranor] 

• 20100096372 Wavefront Detection and Disambiguation of Acknowledgements [Sutter] 

• 20100050090 Tcp selection acknowledgements for communicating delivered and missing 
data packets [Sutter] 

• 20100095350 Universally usable human-interaction proof [Hochheiser] 

• 20100103819 Flow control system architecture [Sutter] 

• 20100110092 Distributed processing when editing an image in a browser [Rosenstein] 

• 20100110109 Effects applied to images in a browser [Rosenstein] 
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• 20100111^06 Selective image editing in a browser [Rosenstein] 

• 2010023229^1 Early generation of acknowledgements for flow control [Sutter] 

• 20100309922 Protecting data integrity in an enhanced network connection [Sutter] 

• 20110029388 Social Advertisements and Other Informational Messages on a Social 
Networking Website, and Advertising Model for Same [Rosenstein] 

• 20110055319 Page rendering for dynamic web pages [Rosenstein] 

• 20110153329 Language Model Selection for Speech-to-Text Conversion [Ballinger] 

• 20110153325 Multi-Modal Input on an Electronic Device [Ballinger] 

• 20110161080 Speech to Text Conversion [Ballinger] 

• 20110161081 Speech Recognition Language Models [Ballinger] 

• 20110161178 Web-Page Authoring Tool for Automatic Enrollment in Advertising Program 
[Rosenstein] 

• 20110166851 Word-Level Correction of Speech Input [Ballinger] 

• 20110225292 Method and system for transitioning between synchronous and asynchronous 
communication modes [Kofman] 

• 20120022853 Multi-Modal Input on an Electronic Device [Ballinger] 

• 2D12DD22866 Language Model Selection for Speech-to-Text Conversion [Ballinger] 

• 2D12D022867 Speech to Text Conversion [Ballinger] 

• 20120022BB8 Word-Level Correction of Speech Input [Ballinger] 

• 20120022873 Speech Recognition Language Models [Ballinger] 

• 20120093156 Virtual inline configuration for a network device [Sutter] 

• 20120D95B36 Social Advertisements Based on Actions on an External System [Rosenstein] 

• 20120101898 Presenting personalized social content on a web page of an external system 
[Rosenstein] 

• 2012D109757 Sponsored stories and news stories within a newsfeed of a social networking 
system [Rosenstein] 

• 20120203897 Sponsored Stories and News Stories within a Newsfeed of a Social Networking 
System [Rosenstein] 

• 20120209096 Presenting Personalized Social Content-on a Web Page of an External System 
[Rosenstein] 

• 20120327772 Wavefront detection and disambiguation of acknowledgements [Sutter] 

• 20130003553 Automatic detection and window virtualization for flow control [Sutter] 

• 20130129612 Conflict Management During Data Object Synchronization Between Client and 
Server [Rosenstein] 

• 20130132222 Method and Apparatus Pertaining to Financial investment Quantitative Analysis 
Signal Auctions [Sutter] 

• 20130198008 Social Advertisements And Other Informational Messages On A Social 
Networking Website, And Advertising Model For Same [Rosenstein] 

• 20130198029 Method and Apparatus Pertaining to the Aggregation and Parsing of 
Behavioral-Event Content [Sutter] 

• 20130209959 Communicating information in a social networking website about activities 
from another domain [Rosenstein] 
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• 2Q11Q2Q711B Spatio-Temporal Control of Proten Interactions Using Phytochromes 
[Levskaya] 

• 201202^0152 Method and apparatus for displaying information in response to motion picture 
programming (Thomas] 

• 20130298168 Method and apparatus for digital shopping [Thomas] 

• 201E0EdQ139 Method and apparatus for displaying information in response to motion picture 
programming (Thomas] 

• E0D8DE71D89 Method and apparatus for displaying information in response to motion picture 
programming [Thomas] 

• ED1DD035332 Portable detection apparatus for beverage ingredients [Thomas] 

• 20110293799 Portable detection apparatus for beverage ingredients [Thomas] 

• 20080271089 Method and apparatus for digital shopping [Thomas, filed under Robinson] 

• 2DD80276286 Method and apparatus for displaying information [Thomas, filed under 

Robinson] 

• 20D80271D87 Method and apparatus for delivering information about an audio element 
[Thomas, filed under Robinson] 

• 20080271088 Method and apparatus for delivering information referred to by content 
[Thomas, filed under Robinson] 

• 20080276285 Method and apparatus for displaying information and collecting viewer 
information [Thomas, filed under Robinson] 

• 20080271086 Method and apparatus for displaying information about a real world setting 
[Thomas, filed under Robinson] 

• 20080271083 Method and apparatus for displaying information about a beauty product 
element (Thomas, filed under Robinson] 

• 20090109087 Method and apparatus for digital shopping [Thomas, filed under Robinson] 
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Professors’ Letter in Support of Patent Reform Legislation 
November 25, 2013 

To Members of the United States Congress; 

We, the undersigned, are 60 professors from 26 states and the District of Columbia who teach 
and write about intellectual property law and policy. We write to you today to express our 
support for ongoing efforts to pass patent reform legislation that, we believe, will improve our 
nation’s patent system and accelerate the pace of innovation in our country. 

As a group we hold a diversity of views on the ideal structure and scope of our nation’s 
intellectual property laws. Despite our differences, we ail share concern that an increasing 
number of patent owners are taking advantage of weaknesses in the system to exploit their rights 
in ways that on net deter, rather than encourage, the development of new technology. 

Several trends, each unmistakable and well supported by empirical evidence, fuel our concern. 
First, the cost of defending against patent infringement allegations is high and rising. The 
American Intellectual Property Law Association estimates that the median cost of litigating a 
moderately-sized patent suit is now $2.6 million, an amount that has increased over 70% since 
2001. These and other surveys suggest that the expense of defending even a low-stakes patent 
suit will generally exceed $600,000. Moreover, the bulk of these expenses are incurred during 
the discovery phase of litigation, before the party accused of infringement has an opportunity to 
test the merits of the claims made against it in front of a judge or jury. 

The magnitude and front-loaded nature of patent litigation expenses creates an opportunity for 
abuse. Patentholders can file suit and quickly impose large discovery costs on their opponents 
regardless of the validity of their patent rights and the merits of their infringement allegations. 
Companies accused of infringement, thus, have a strong incentive to fold and settle patent suits 
early, even when they believe the claims against them are meritless. 

Historically, this problem has largely been a self-correcting one. In suits between product- 
producing technology companies, the party accused of infringement can file a counterclaim and 
impose a roughly equal amount of discovery costs on the plaintiff. The costs, though high, are 
symmetrical and, as a result, tend to encourage technology companies to compete in the 
marketplace with their products and prices, rather than in the courtroom with their patents. 

In recent years, however, a second trend — the rise of “patent assertion entities” (PAEs) - has 
disrupted this delicate balance, making the high cost of patent litigation even more problematic. 
PAEs are businesses that do not make or sell products, but rather specialize in enforcing patent 
rights. Because PAEs do not make or sell any products of their own, they cannot be countersued 
for infringement. As a result, PAEs can use the high cost of patent litigation to their advantage. 
They can sue, threaten to impose large discovery costs that overwhelmingly fall on the accused 
infringer, and thereby extract settlements from their targets that primarily reflect a desire to avoid 
the cost of fighting, rather than the chance and consequences of actually losing the suit. 
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To be sure, PAEs can in theory play a beneficial role in the market for innovation and some 
undoubtedly do. However, empirical evidence strongly suggests that many PAEs have a net 
negative impact on innovation. Technology companies - which, themselves, are innovators - 
spend tens of billions of dollars every year litigating and settling lawsuits filed by PAEs, funds 
that these tech companies might otherwise spend on additional research and design. Surveys 
also reveal that a large percentage of these suits settle for less than the cost of fighting, and 
multiple empirical studies conclude that PAEs lose about nine out of every ten times when their 
claims are actually adjudicated on their merits before a judge or jury. 

The impact of these suits is made more troubling by the fact that PAE activity appears to be on 
the rise. Empirical studies suggest that at least 40%, and perhaps as high as 59% or more, of all 
companies sued for patent infringement in recent years were sued by PAEs. PAE suits were 
relatively rare more than a decade ago, and they remain relatively rare today elsewhere in the 
world. 

More worrisome than these bare statistics is the fact that PAEs are increasingly targeting not 
large tech firms, but rather small business well outside the tech sector. Studies suggest that the 
majority of companies targeted by PAEs in recent years earn less than $10 million in annual 
revenue. 

When PAEs target the numerous small companies downstream in the supply chain, rather than 
large technology manufacturers upstream, they benefit in two ways. First, for every product 
manufacturer, there may be dozens or hundreds of retailers who sell the product, and hundreds or 
thousands of customers who purchase and use the technology. Patent law allows patent owners 
to sue makers, sellers, or users. Suing sellers or users means more individual targets; some PAEs 
have sued hundreds of individual companies. And, more targets means more lawyers, more case 
filings, more discovery, and thus more litigation costs overall to induce a larger total settlement 
amount. 

Second, compared to large manufacturers, small companies like retailers are less familiar with 
patent law, are less familiar with the accused technology, have smaller litigation budgets, and 
thus are more likely to settle instead of fight. In fact, many small businesses fear patent litigation 
to such an extent that they are willing to pay to settle vague infringement allegations made in 
lawyers’ letters sent from unknown companies. Like spammers, some patent owners have 
indiscriminately sent thousands of demand letters to small businesses, with little or no intent of 
actually filing suit but instead with hopes that at least a few will pay to avoid the risk. 

This egregious practice in particular, but also all abusive patent enforcement to some extent, 
thrives due to a lack of reliable information about patent rights. Brazen patent owners have been 
known to assert patents they actually do not own or, conversely, to go to great lengths to hide the 
fact that they actually do own patents being used in abusive ways. Some patent owners have also 
sought double recovery by accusing companies selling or using products made by manufacturers 
that already paid to license the asserted patent. Still others have threatened or initiated litigation 
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without first disclosing any specific information about how, if at all, their targets arguably 
infringe the asserted patents. 

In short, high litigation costs and a widespread lack of transparency in the patent system together 
make abusive patent enforcement a common occurrence both in and outside the technology 
sector. As a result, billions of dollars that might otherwise be used to hire and retain employees, 
to improve existing products, and to launch new products are, instead, diverted to socially 
wasteful litigation. 

Accordingly, we believe that the U.S. patent system would benefit from at least the following six 
reforms, which together will help reduce the cost of patent litigation and expose abusive 
practices without degrading inventors’ ability to protect genuine, valuable innovations: 

1. To discourage weak claims of patent infringement brought at least in part for nuisance 
value, we recommend an increase in the frequency of attorneys’ fee awards to accused 
patent infringers who choose to fight, rather than settle, and ultimately defeat the 
infringement allegations levelled against them. 

2. To reduce the size and front-loaded nature of patent litigation costs, we recommend 
limitations on the scope of discovery in patent cases prior to the issuance of a claim 
construction order, particularly with respect to the discovery of electronic materials like 
software source code, emails, and other electronic communications. 

3. To further protect innocent retailers and end-users that are particularly vulnerable to 
litigation cost hold-up, we recommend that courts begin to stay suits filed against parties 
that simply sell or use allegedly infringing technology until after the conclusion of 
parallel litigation between the patentee and the technology’s manufacturer. 

4. To facilitate the early adjudication of patent infringement suits, we recommend that 
patentees be required to plead their infringement allegations with greater specificity. 

And finally, to increase transparency and confidence in the market for patent licensing, we 

recommend; 

5. that patentees be required to disclose and keep up-to-date the identity of parties with an 
ownership stake or other direct financial interest in their patent rights, and 

6. that Congress consider additional legislation designed to deter fraudulent, misleading, or 
otherwise abusive patent licensing demands made outside of court. 

In closing, we also wish to stress that as scholars and researchers we have no direct financial 
stake in the outcome of legislative efforts to reform our patent laws. We do not write on behalf 
of any specific industry or trade association. Rather, we are motivated solely by our own 
convictions informed by years of study and research that the above proposals will on net advance 
the best interests of our country as a whole. We urge you to enact them. 
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Sincerely, 

Professor John R. Allison 

The University of Texas at Austin, McCombs School of Business 
Professor Clark D. Asay 

Penn State University Dickinson School of Law (visiting) 

Professor Jonathan Askin 
Brooklyn Law School 

Professor Gaia Bernstein 

Seton Hall University School of Law 

Professor James E. Bessen 
Boston University School of Law 

Professor Jeremy W. Bock 

The University of Memphis Cecil C. Humphreys School of Law 

Professor Annemarie Bridy 
University of Idaho College of Law 

Professor Irene Calboli 
Marquette University Law School 

Professor Michael A. Carrier 
Rutgers School of Law, Camden 

Professor Bernard Chao 

University of Denver Sturm College of Law 

Professor Andrew Chin 

University of North Carolina School of Law 

Professor Ralph D. Clifford 

University of Massachusetts School of Law 

Professor Jorge L. Contreras 

American University Washington College of Law 

Professor Rebecca Curtin 
Suffolk University Law School 


This letter presents the views of the individual signers. Institutions are listed for identification purposes only. 
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Professor Samuel F. Ernst 

Chapman University Dale E. Fowler School of Law 
Professor Robin Feldman 

University of California Hastings College of the Law 

Professor William T. Gallagher 
Golden Gate University School of Law 

Professor Jon M. Garon 

Northern Kentucky University Chase College of Law 

Professor Shubha Ghosh 
University of Wisconsin Law School 

Professor Eric Goldman 

Santa Clara University School of Law 

Professor Leah Chan Grinvald 
Suffolk University Law School 

Professor Debora J. Halbert 

University of Hawaii at Manoa Department of Political Science 
Professor Bronwyn H. Hall 

University of California Berkeley Department of Economics 

Professor Yaniv Heled 

Georgia State University College of Law 

Professor Christian Helmets 

Santa Clara University Leavey School of Business 

Professor Sapna Kumar 
University of Houston Law Center 

Professor Mary LaFrance 

University of Nevada Las Vegas William S. Boyd School of Law 
Professor Peter Lee 

University of California Davis School of Law 

Professor Mark A. Lemley 
Stanford Law School 


Professor Yvette Joy Liebesman 
Saint Louis University School of Law 
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Professor Lee Ann W. Lockridge 

Louisiana State University Paul M. Hebert Law Center 

Professor Brian J. Love 

Santa Clara University School of Law 

Professor Glynn S. Lunney, Jr. 

Tulane University School of Law 

Professor Phil Malone 
Stanford Law School 

Professor Mark P. McKenna 
Notre Dame Law School 

Professor Michael J. Meurer 
Boston University School of Law 

Professor Joseph Scott Miller 
University of Georgia Law School 

Professor Fiona M. Scott Morton 
Yale University School of Management 

Professor Lateef Mtima 
Howard University School of Law 

Professor Ira Steven Nathenson 
St. Thomas University School of Law 

Professor Laura Lee Norris 

Santa Clara University School of Law 

Professor Tyler T. Ochoa 

Santa Clara University School of Law 

Professor Sean A. Pager 

Michigan State University College of Law 

Professor Cheryl B. Preston 

Brigham Young University J. Reuben Clark Law School 

Professor Jorge R. Roig 
Charleston School of Law 


Professor Jacob H. Rooksby 
Duquesne University School of Law 
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Professor Brian Rowe 

Seattle University School of Law & 

University of Washington Information School 
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Professor Matthew Sag 

Loyola University of Chicago School of Law 

Professor Pamela Samuelson 

University of California Berkeley School of Law 

Professor Jason Schultz 

New York University School of Law 

Professor Christopher B. Seaman 
Washington and Lee University School of Law 

Professor Carl Shapiro 

University of California Berkeley Haas School of Business 
Professor Lea Shaver 

Indiana University Robert H. McKinney School of Law 

Professor Jessica Silbey 
Suffolk University Law School 

Professor Christopher Jon Sprigman 
New York University School of Law 

Professor Madhavi Sunder 

University of California Davis School of Law 

Professor Toshiko Takenaka 
University of Washington School of Law 

Professor Sarah Tran 

Southern Methodist University Dedman School of Law 

Professor Jennifer M. Urban 

University of California Berkeley School of Law 

Professor Samson Vermont 
Charlotte School of Law (visiting) 
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December 6, 2013 


Honorable Patrick J. Leahy 
Chairman 

Senate Committee on the .Tudiciaiy 
224 Dirksen Senate Office Building 
Washington, D.C. 20510 


VTCPA 


Dear Chaiiman Leahy; 

On behalf of the 800 members of the Veimont Society of CPAs, I laud you for your work on 
patent refomi as it pertains to frivolous patent litigation initiated by Patent Assertion Entities 
(PAEs), more commonly known as patent trolls. 

State CPA societies and CPA firms are among the many small- and medium-sized businesses 
that have been targeted by PAEs. Because of this growing problem, we favor legislative refoims 
to the patent system that protect off-the-shelf use by consumers and businesses, reduce costs and 
hurdles to defend against PAEs, increase transparency about PAEs, and shift costs to PAEs for 
unsuccessful litigation. We arc pleased that many of tliesc refoims are embodied in your bill, S. 
1720, the Patent Transparency and Improvements Act. 

As you prepare for Judiciary Committee hearings on your legislation, we respectfully request 
that you consider including as a hearing witness a CPA firm that has been contacted by a P AE. 
We believe that such a CPA firm will bring a unique voice to the issue and can help make tlie 
case on why patent reform is needed. 

Thank you again for the attention that you have given to this growing problem. The Vermont 
Society of CPAs stands ready to continue to work with you on this matter that is so crucial to the 
nation’s jobs, innovation, and economy. 


Sincerely, 



Deborah L. Riley 
Executive Director & CEO 


100 State Street, Suite 5CW, Montpelier. YT 05602 
f: 802 • 2.7,9 -4939 f- 8 o2-;U3-Q56o E dcb@vtcpa.org uaria@vtcpa.org y.nv\v. vccpj.org 
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NATIONAL 
ASSOCIATION 0/ 
REALTORS’ 


December 9 , 2013 

: llic Honorable Patrick Leahy The Honorable Mike l^ee 

Chairman. Senatejudickrt' Committee .316 Hart Senate Office Building 
1 , ' H } ivNS-u N c \> ( MK-i li't !SiON' RiisseU Senate Office Building Washington, DC 20510 

1 n' t.iiA > iiciii "-uni tv I’ iiicii Washington, DC 20510 

I in Dcr \k(. '> LM kill 
jiv N'entrone-. \ k'c 1‘roHidunt 

.-111 It R.ir...\ ibi I'n i.knr Dear Chairman Leahy and Senator Lee. 

Iinictn-in I Rp it\ (hid I .h i\ist 

On behalf of the more than one million meinbers of the NATIONAL AvSSOCL-\’riON Oh' 
R}L-\LTORS® (Ni\R), we wish to thank 5-00 for the introduction of S. 1720, the “Patent 
Tran.sparenc\- and improvements Act.” VC’e view the reforms in this bill as an iinponant step 
in protecting innovators and main street businesses from broad claims of patent infringement 
based on patents of questionable validin- all brought by non-practicing entities. 

NAR, whose members identify themselves as REAI.TORS®, represents a wide ^■ariety■ of real 
estate industr\’ professionals. RE.ALTORS® have been early adopters of technologt- and arc 
industry !nno^^tors who understand that consumers today are seeking real estate infonnadon 
and services that are fast, convenient and comprchcnsi\’e. Increasingly, technolog)' 
innovations are driving the delivery' of real estate services and the future of REALTORS’'^ 
businesses. 

.As technology users, NAR and sev’cral of its member.? recently faced onerous patent 
infringement litigation over questionable patents dealing with locadon based search 
capabilities. Ihcse suits were brought by patent holding companies and other non-practicing 
entities. ITcy were eventually settled in a multi-million dollar settlement. In addition, our 
broker and agent members arc increasingly dealing with demand letters to license contmonly 
used technologies like scanner- copiers and online alert functions. Our members know 
firsthand that “patent trolls” divert sigitificant time and money from their businesses. 

XX'ithout needed reforms that assure that asserted patent rights are. legitimate and frivolous 
litigation schemes are curtailed, the ability' of busmesscs owned by RfLALTORS®, many' of 
which are small businesses, to grow, imiovatc and better sert'e modern consumers will be put 
at risk. NAR supports the reforms in the Patent Transparency and Improvements Act as a 
way to rebalance a patent system that i,s increasingly a target of uncertainty and abuse. 

\X 'e also support legislation introduced by Senators Sc!u.imer (S. 866 , The Patent Quality’ 
Improvement Act), Cornyn (S. 101.3, the Patent Abuse Reduction Act) and Hatch (S. 1612, 
The Patent Idtigation Infegiity Act) and hope to see these reforms inc]t.ided in a final patent 
liugation reform package. 

\X’c welcome tlie introduction of the Patent Transparency and Improvements Act and look 
foi-ward to working with you to create needed reforms to die pafenc system that will tmly 
promote innovation and expand job creation. 

Sincerely, 


V>'\( \ I 1 \u s'X 
\X'a.<hin(>inn Uf : 2ii(iiii.2U2U 
i’ll. 202-3H.t-ny^ IkiN- 2(12-.VS.3-7.3HU 
w Iv. U iOk^ .> 



Stcv'c Brown 

2014 President, National Association of RmaI.I'ORS'® 
cc: L.S. Senate Committee on the |udiciary 
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20883 Stevens Creek Blvd., Suite 100 
Cupertino, CA 95014 
voice 408-446-4222 
fax 408-919-1234 

www.tplgroup.net 

10 December 2013 


The Honorable Patrick J. Leahy 
United States Senate 
437 Senate Russell Office Building 
Washington, D.C. 20510 

RE: OVERWHELMING PROOF OF H.R. 3309 FATAL FLAWS 

Senator Leahy; 

I have attached some 20 detailed and insightful analyses 
of H.R. 3309 from the likes of the Six Major University 
Associations, the American Bar Association, the Committee on 
Rules of Practice and Procedure of the Judicial Conference of 
the US, the National Venture Capital Association, present and 
past CAFC Chief Judges Rader and Michel, The Patent Office 
Professional Association, The American Intellectual Property 

Law Association and the list goes on per the attached 

list, each providing its own unique perspective and insight on 
the profound problems which are the fatal flaws embedded in 
H.R. 3309. Not exactly a bunch of "trolls". 

Over the past five sessions of Congress many of the Key 
Patent-System Players have appeared on various sides of the 
various issues or not at all for a wide variety of reasons, 
allowing the Multinational attackers to dominate the 
narrative, and it was only after the details surrounding H.R. 
3309 were revealed and afforded the light of day that the 
disparate perspectives and interests of these Key Patent- 
Systemi Players evoked a response of historic proportions in 
the form of a remarkable barrage of analytical commentaries on 
the profound problems which are the fatal flaws embodied in 
H.R. 3309. 

These entities constitute the fabric of the American 
Patent System, the cradle of innovation, jobs, and American 
exceptionalism and yet not one was consulted by the House with 
respect to the impact of H.R. 3309. 


THE 


T P L 


GROUP 


London Office: (v) +44 134462 1100 (f) +44 134462 1177 



Senator Patrick J. Leahy 
10 December 2013 
Page 2 
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The practical reality is that the implementation of the 
AIA has already mtade sweeping changes to the US Patent System, 
the effects of which are just now beginning to be recognized 
and felt. Accordingly, it is absolutely imperative that 
business and Government both be given time to understand and 
digest the impact of these changes before any further changes 
are undertaken. 

Said another way, the AIA is now the law of the land, and 
the fact that the various Stakeholders did not agree on 
whether it was good or bad doesn't matter now. What matters 
now is that: 

a. Essentially all of the Stakeholders agreed that 
the AIA would make "sweeping changes" to our Patent 
System which would take years to play out; 

b. Because .most of the major changes have just begun 
to become effective, we have had precious little time to 
see and understand the impact of their implementation on 
innovation and jobs; and, 

c. That it would be unwise to make further changes 
until we understand the new status quo of the US Patent 
System, and can evaluate the need for and the cumulative 
effect of additional change. 

We are therefore urging Members on both sides of the issues 
and both sides of the aisle to put a hold on all further 
Legislation which impacts the Patent System until at least the 
next session of Congress when we will all have a better 

understanding of the impact and consequences of the AIA 

both intended and unintended and that in the interim you 

conduct a series of real Hearings in which the views of all 
the Stakeholders are heard, not just the multinational 
attackers, so that you can then decide what if any further 
action is appropriate. 


Sincerely, 



Daniel E. Leckrone 
Chairman & CEO 
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THE OVERWHELMING PROOF 

Key Patent-System Players 
Reveal and Oppose 
Fatal Flaws 

FI.R. 3309 The Innovation Act 

The Six Major University Organizations - 2 Dec 2013 

The Six Major University Organizations - 8 & 19 Nov 2013 

University of California Analysis of Concerns 

The American Bar Association - 1 4 Nov 20 1 3 

Committee on Rules of Practice and Procedure of the Judicial 
Conference of the US - 6 Nov 2013 

National Venture Capital Association — 20 Novi 3 

Law360 Article CAFC Chief Judge Randall Rader comments - 4 Nov 2013 

CAFC (retired) Chief Judge Paul Michel speech excerpts 

Patent Office Professional Association - 1 8 Nov 2013 

Institute of Electrical and Electronics Engineers (“IEEE”) - 1 9 Nov 2013 

American Intellectual Property Law Association (“AIPLA”) - 1 9 Nov 2013 

The National Association of Patent Practitioners (“NAPP”) 

The Coalition for 2U' Century Patent Reform - 1 8 Nov 2013 
Intellectual Property Owners Association (“IPO”) - 1 8 Nov 2013 
Biotechnology Industry Organizations - 1 4 Nov 20 1 3 

Pharmaceutical Research and Manufacturers of America ("PhRMA")- 13 Nov 2013 

Connect - 1 9 Nov 20 1 3 

Eagle Forum -29 Oct 2013 

Louis J. Foreman letter - 19 Nov 2013 

International Aspects Committee - 12 Nov 2013 


ProofLMters 1 1 DEiC 2013-5 
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AAU yAssocfanon of American Universities APLU Assodation of Public and Land grant Universities 

ACE American Council on Education AUTM Association o/Universit}' Technology Managers 

AAMC Assodafioii ofAmcncan Medical Colleges COGR Council on Govcrmncntal Relations 


December 2, 2013 


Higher Education Community Statement on H.R. 3309, the Innovation Act 

As six national higher education associations collectively representing over 2,000 colleges and 
universities, we write to express our opposition to H.R. 3309, the Innovation Act, in its current 
form. Although we support the goals of this legislation to reduce abusive patent litigation 
practices, the cumulative impact of a number of the provisions of this bill would seriously 
undermine the ability of legitimate patent holders to enforce their patent rights, crippling the 
capacity of the U.S. patent system to continue to serve as an engine of invention and innovation 
that has strengthened the nation’s economic competitiveness and enriched the lives of its citizens 
in countless ways. 

The impact of H.R. 3309 would run exactly counter to the collaborative efforts of universities, 
industry, and government to increase the breadth and pace of the commercialization of university 
research. More than half of U.S. economic growth since World War II is a result of 
technological innovation, much of which has resulted from federally funded scientific research. 
The ability of universities to transfer inventions resulting from such research into the commercial 
sector for development relies heavily on the ability of these institutions and their licensees to 
defend their patents. But the sweeping provisions of H.R. 3309 would undermine that ability, 
chilling innovation by discouraging the legitimate enforcement of patent rights. 

The most problematic provisions of H.R. 3309 for universities are the extremely broad fee- 
shifting provisions. Coupled with an uncertain court waiver of fees for nonprevailing parties and 
joinder provisions that could draw universities into litigation they have not initiated, these 
provisions present a massive financial risk to universities and their licensees, including the 
undercapitalized startups that hold the promise of productive new innovations if allowed to 
develop and flourish. The excessive breadth of additional provisions calling for heightened 
pleading requirements, increased transparency, limitations on discovery, open-ended customer 
stays, and the weakening of post-grant review estoppel present additional obstacles to the 
legitimate defense of patents. 

The problem of abusive patent litigation is real, but H.R. 3309 in its current form is so sweeping 
and poorly targeted in its provisions that it will cause significantly more harm than good to the 
U.S. patent system so recently reformed by the America Invents Act (AIA). Our associations 
supported passage of that landmark legislation, but we cannot support H.R. 3309, which we 
believe will move U.S. patent law in the opposite direction from the AIA. We urge that H.R. 
3309 be returned to the Judiciary Committee for further work. If it is brought to the House floor 
for a vote, we ask you to vote no. 


Association of American Universities • 12(X) New Yorit Ave.. MW. Suite 550, Washington, DC 20005 • (202) 408-7500 
American Council on Education • One Dupont Circle, NW, Suite 800, Washington, DC 20036 • (202) 939-9300 
Association of American Medical Colleges • 2450 N Street, NW. Wadiingion, DC 20037>1 126 • {202).828-0400 
Association of Public and Land-grant Universities • 1307 New York Ave., NW, Washington, DC 20005 • (202)478-6040 
Association of University Technology Managers *111 Deer Lake Road. Suite 100, Deerfield, IL 60015 • (847) 480-9282 
Council on Oovemmental Relations • 1200 New York Ave., NW, Suite 750, Washington. DC 20036 • (202) 289-6655 
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APLU Association of Public and Land- grant Umversicies 
AUTM Associafio/i o/Univcrsit>’ Technology Managers 
COGR Council on Governmental Relations 


November 8, 2013 


Statement from the Higher Education Community on H.R. 3309^ The Innovation Act 


We write to communicate the views of the higher education community on H.R. 3309, The 
Innovation Act. We commend the Chairman for the open, thoughtful process undertaken in the 
development of H.R. 3309, and we strongly support the goal of H.R. 3309 to reduce abusive patent 
litigation and the corrosive impact it has on the U.S. patent system and the capacity of that system 
to foster innovation and economic competitiveness. The bill includes several provisions intended 
to reduce abusive practices, including fee shifting, heightened pleading standards, increased 
transparency of patent ownership, and limitations on discovery. Although each of these 
provisions, if appropriately balanced and circiunscribed, could help achieve the goal of reducing 
abusive litigation practices, their overbroad scope as written raises the specter of unintended 
problems and thereby raises particular concerns for universities. 

• The fee-shifting provisions of amended Sec. 285 are extremely broad, applying to any civil 
action in which any party asserts a claim for relief arising under any Act of Congress 
relating to patents. That scope sweeps in over 25 statutes containing patent law clauses, 
including the Space Act, the Atomic En^’gy Act, the Non-Nuclear R«S;D Act as well as all 
titles of the omnibus bills in which the Bayh-Dole Act and amendments became law. The 
breadth of the proposed amendment will impair parties’ ordinary enforcement procedures 
and litigation activities outside the scope of abusive patent litigation. Moreover, the burden 
of proof and substantive standards for the nonprevailing party to avoid fee shifting weight 
these provisions heavily in favor of fee-shifting as the default outcome. The amplitude of 
these impacts will interfere with ordinary enforcement of patent exclusive rights and 
defenses available in patent proceedings, including proceedings wherein the central issue is 
not patent infringement at all but may entail contract disputes. The chilling effect of the 
uncertainty about whether such an expense would be due and who ultimately would pay it 
is disproportionately adverse for parties of limited means such as universities, their 
nonprofit technology transfer organizations, and their small business licensees. Most of 
these problems can be averted while targeting patent abusers if the fee shifting is limited to 
the prevailing defendant in a claim of patent infringement in which the plaintiff is not the 
named inventor of or an original assignee to an asserted patent and does not make or sell a 
product related to the subject matter described in the asserted patent. 


Associaiion of American Univeraicics • 1200 New Yoric Ave., NW, Suite S50, Washington, DC 2000i •(202)408-7500 
American Council on Education • One Dupont Circle, NW, Suite 800, Washington, DC 20036 • (202) 939-9300 
Association of American Medical Colleges *2450 N Street, NW, Washington, DC 20037-11 26 • (202)-828<0400 
Association of Public and Land-grant Universities • 1307 New York Ave.. NW, Washington, DC 20005 • (202) 478-6040 
Association ofUniveisity Technology Managers •III Deer Lake Road, Suite 100, Deerfield, iL600!S • (847)480-9282 
Council on Govcmmcntal Relations • 1200 New York Avc.,NW. Su'lc750. Washington, DC 20036 • (202)289-6655 
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• The new Sec. 299(d) joinder provisions would mandate that a court under certain 
circumstances grant a motion by a defendant in an infnngement suit to join an interested 
party of the plaintiff who has no substantial interest in the patent(s) at issue other than 
asserting the infringement claim in litigation. The definition of “interested party” in Sec. 
299(d)(3) is extremely broad. Taken together, the ail-encompassing fee-shifting and 
joinder language would bring higher education institutions and their inventors, non-profit 
technology transfer organizations associated with those institutions, federal laboratories, 
and federal agencies within the fee-shifting purview. The combination of fee-shifting 
provisions and mandatory joinder would likely constitute an unfunded mandate on 
universities, both public and private. These effects constitute a substantial disincentive for 
universities and startups to enforce patents on new technologies and innovations, which 
undermines the goal of the patent system. 

• The pleading requirements of new Sec. 281A call for information that may not be known 
until after discovery (which itself is limited; see below), and it is not clear whether a 
patentee can amend a complaint to include new patent claims or infringing products based 
on what is learned in discovery. 

• The increased transparency of patent ownership called for in Sec. 4 requires a plaintiff to 
provide the Court and USPTO the identity of (1) assignee of the patent, (2) entity with right 
to sublicense or enforce the patent, (3) entity with any financial interest in the patent or in 
the plaintiff, and (4) ultimate parent entity of assignee. The patentee must keep that 
information updated for the life of the patent, and must to submit to the USPTO any 
changes in this information within 90 days. The breadth of the information required may 
well exceed the capacity of even the best-intentioned plaintiff to acquire and provide. 

• The discovery limitations of new Sec. 299A, notwithstanding the discretion to expand the 
scope of discovery provided in Sec. 299A(b), could make it more difficult to provide 
information called for in other sections of the bill and could militate against cases where 
allowing broader discovery would be more efficient. Judges already have discretion to 
limit discovery, and the federal judicial branch is taking steps to address the issue of 
unreasonable and abusive discovery demands. It would seem best, therefore, to leave 
limitations on discovery to the discretion of courts. 

In addition to the litigation reform provisions of H.R. 3309, the bill includes a number of 
provisions in Sec, 9 intended as improvements or technical corrections to the Leahy-Smith 
America Invents Act (AIA). 

• We believe that the expansion in new Sec. 9(e) of the kinds of patents that can be 
challenged under that AIA’s post-grant review procedures for covered business method 
(CBM) patents is extremely problematic. Changes in the definition or interpretation of the 
definition of covered business method patents and the authority for the USPTO to waive 
the $12,000 filing fee for a CBM petition threaten to expand the scope of patents that can 
be challenged under what was intended as a transitional program that just recently went 
into effect. Similar to the over-breadth of the fee-shifting and joinder provisions, the 
increase in the breadth of the definition of business method patent threatens to sweep into 
the current definition patentable subject matter that was neither intended to be covered 
under the rubric of business method patent nor is asserted by abusive patent acquisition 
entities. Again, the amplitude of the expansion will negatively impact patent owners 
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including, among others, institutions of higher education and their non-profit technology 
transfer organizations, which do not engage in abusive patent enforcement behavior. 

• The narrowing in Sec. 9(b) of the AIA’s new post-grant review’s estoppel provision by 
eliminating “or reasonably could have raised” has been justified procedurally as 
eliminating an AlA drafting error and justified substantively as assuring the new post-grant 
procedure functions effectively. But the assertion of a drafting error is very much in 
dispute, and more fundamentally, as a matter of substantive policy, the elimination of 
“reasonably could have raised” promises to have an impact precisely opposite to one of the 
principal goals of the AIA by extending, rather than limiting, patent litigation. 

H.R. 3349. the Innovation Protection Act : Among the many achievements of the landmark Leahy- 
Smith America Invents Acts, one of the greatest disappointments was the inability to include 
reliable full funding of USPTO. The bipartisan H.R. 3349 accomplishes this critical objective by 
providing USPTO with autonomy over the fees that it collects. As former USPTO Director David 
Kappos testified before your committee, providing the USPTO with full fee access is essential for 
the USPTO to fulfill the potential of the AIA to strengthen the U.S, patent system and its capacity 
to support invention, innovation, and economic development. 

We thank the Chairman for the work of you and your staff to address the costly problem of abusive 
patent litigation. We believe that H.R. 3309 has the potential, if properly crafted, to address this 
problem in significant ways, and we look forward to working with you to achieve such an 
outcome. 
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AAU Association of American tinivcrsitics APLU AssDciflfioii of Public and Land-^grant Universities 

ACE American Council on Education AUTM Association of University Technology Managers 

AAMC Association of American Medrea/ Colleges COGR CowHcil on Covcrnmcntal Relations 


November 19, 2013 


Statement from the Higher Education Community on 
Amendment in the Nature of a Substitute to H.R. 3309 


We write to communicate the views of the higher education community on the Amendment in the 
Nature of a Substitute to H.R. 3309. We commend Chairman Goodlatte for the improvements in 
this Manager’s Amendment in comparison to the previous version of H.R. 3309. Included among 
those improvements, in our view, are the elimination of the expansion of the kinds of patents that 
can be reviewed under the AlA’s post-grant review procedures for covered business method 
patents and retaining the transitional nature of those procedures, and the narrowing of the joinder 
provisions ~ although we are concerned about some remaining aspects of these provisions. 

Despite these improvements, however, we believe that a number of provisions in the Manager’s 
Amendment are problematic, including the extremely broad scope of civil actions to which fee 
shifting would apply and the high, indefinite threshold for a court’s waiver of that fee shifting, the 
extent of the heightened pleading requirements, the breadth of the information required in Sec. 4’s 
transparency provisions, and the narrowing of the scope of the estoppel provisions in the AIA’s 
new post-grant review procedure. It continues to be our view that the courts are best suited to 
manage litigation according to the facts of a case, and a number of the proposals unduly limit that 
court discretion in meritorious patent infringement cases. We are concerned that these proposals 
would undercut the value of a patent to encourage investment in new technology, which is why 
patents exist, and how universities use them. 

We strongly encourage the addition of H.R. 3349 to the Manager’s Amendment. Providing the 
USPTO with full access to its fee revenue is the most significant action that can be taken to 
enhance the quality and effectiveness of the U.S. patent system. 

We respectfully request the Judiciary Committee to address these issues of concern as it considers 
the Manager’s Amendment. 
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University of California (UC), Preliminary Analysis of Concerns: 

Amendment In the Nature of a Substitute to HR 3309, the “Innovation Act” 

The University of California leads U.S. universities in the number of patents awarded annually by the U.S. 

Patent and I'radcmark Office (U.S. PTO). Having a strong U.S. patent system that supports patent holders 
wiiosc rights arc infringed is crucial to ensuring that early stage innovations created at universities will be taken 
up by businesses and turned into products that benefit society. If patent protections are weakened, or it becomes 
more difficult to enforce patent rights, it will impair the commercialization of early stage inventions from 
universities. Unfortunately, after an initial review of HR 3309, the “Innovation Act,” and llie Manager’s 
Amendment, UC remains concerned that the legislation, if enacted in its current form, would make it more 
difUcult and costly for good faith patent holders to enforce their patent rights when infi ingement occurs. 

While taking steps to weed out abusive patent litigation practices is an important goal, any efforts to do so 
should be carefully structured to not weaken patent protections making it more difficult for patent holders to 
enforce their patent rights. UC is concerned that HR 3309 as drafted, including the Manager’s Amendment, 
would make it especially hard for non-deep-pocketed entities such as universities, start-up companies, non- 
profits and small businesses to enforce their patent rights when infringement occurs, The University looks 
forward to working with Congress to address concerns prior to HR 3309 moving forward. 

Section 3. Patent Infringement Actions 

Pleading Requirements: UC understands the need for cases to be pleaded with particularity to avoid abusive 
litigation practices. However, it would be better to continue to allow the Judicial Conference to establish 
uniform Federal court rules and pleading requirements, through the Federal Rules of Civil Procedure (FRCP), 
than to have separate pleading requirements established just for patent cases under HR 3309. A complaint 
should be able to continue to satisfy Rule 1 1 of the FRCP as a standard to bring a case. 

UC is concerned that the pleading requirements in HR 3309 are too specific, and could make It more difficult for 
good faith patent holders to protect their patent rights in the Federal Courts when infringement occurs. The 
pleading requirements ask for information that may not be known by the patent holder alleging infringement, 
until after discovery has taken place, which would make it difficult for good faith patent holders to comply with 
the pleading requirements. The language should specily that a party would only be required to state infonnation 
that is known at the time of filing a case. The particular pleading requirements do not seem to adequate y 
consider the type of knowledge patent holders may have about the particulars of an infringement at tho 
beginning of a case. 

For example, the pleading requirements ask patent holders to plead what the “accused instrumentality” of an 
infringement may be, the exact theory of infringement, and whether it is direct, or contributory infringement, 
and, if it is not a direct infringement case. 'I'hese particular pleading requirements ask for information that may 
not be known by a patent holder at the time the pleading requirements in HR 3309 would be required to be 
satisfied, which could make it difficult for patent holders to bring legitimate cases of infringement forward. In 
addition, a patent holder may not know just from the alleged infringer's products, what it can examine and 
where the exact infringement may be coming from, prior to additional discovery taking place. The pleading 
requirements may also require patent holders to attest to information that can’t be known by the patent holder to 
the litigation when initial pleadings are filed. For e.xamplc, some patent claims may include a ntethod of 
manufacture, which may be an infringer’s trade secret or prior user right. 

It is also unclear under HR 3309, whether a patent holder would be able to amend a specific complaint later to 
include new patent claims or new infringing products in light of what is learned of the infringer in 
discovery. The new pleading requirements also ask ‘Vhether such patent is subject to any licensing term or 
pricing commitments through any agency or standard setting body,” which could be a difficult requirement to 
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meet at the outset of an infringement case, when the extent of the infringing activity may be largely 
unknown. Another concern with the pleading requirements is that they are specific to what is required to be 
pleaded by patent holders alleging infringement, and would not apply to defendants. 

Attorney’s Fees: UC is concerned that HR 3309 would change the standard for awarding attorney’s fees in 
patent related cases, under Section 285, to a standard that requires Federal judges to award attorney’s fees to a 
prevailing parly, on a '‘shall” award attorney’s fees and other expenses basis, rather than continuing to allow 
judges to exercise discretion to detennlne whether to award fees in a particular case, based on the specific facts 
of a case. UC is concerned that a shift toward a “loser pays” attorney’s fees model will make it substantially 
more difficult for universities, nonprofit organizations, start-ups, small businesses, inventors, and other noii- 
deep pocketed patent holders, to bring forward cases of patent infringement, because t would become loo risky 
and co.slly to bring a case forward, A “loser pays” basis for awarding attorney’s fees, could result in less 
protection for patents, and less access to the courts to address infringement, especially for universities and other 
non-deep pocketed entities, which may not be able to take the risk of bringing an infringement action fowaj d, if 
the patent holder is concerned that there is any chance that the litigation could result in a negative outcome, 
resulting in an award of attorney’s fees and costs on a “shall” grant basis as would be required under HR 3309. 

The changes to Sec. 285 Attorneys Fees and HR 3309 generally, also cause concern because the provisions 
would apply to any federal court action in which any party alleges a claim under any “Act of Congress related to 
patents,” which captures a number of Federal statutes, aside fi'om just those arising under Title 35 of the U.S. 
Code. Instead, HR 3309 would apply to over 25 statutes containing patent law clauses, including the Space Act, 
the Atomic Energy Act, the Non-Nuclear R&D Act as well as all lilies of the omnibus bills in which the Bayh- 
Dolc Act and amendments became law. The overly broad scope of HR 3309 would cause unintended 
consequences and draw in potentially unrelated subjects aside from patent infringement actions. The scope of 
HR 3309 should be narrowed to apply only to patent infringement actions under Title 35 of the U.S. Code. 

It is also unclear what would qualify under the Attorney’s Fees language as a special circumstance where a party 
could be found to be “substantially justified” in bringing a case forward, which would allow a judge to have 
discretion about whether to award fees. For example, it is not clear from the language that being a nonprofit 
would qualify as a special circumstance to be considered, which causes concern, The risk for small businesses 
and universities to bring legitimate patent infringement cases forward would be substantially increased if the fee 
shifting language in HR 3309 is enacted as written. It would be better to continue to allow judges to exercise 
their discretion in awarding attorney’s fees in patent infringement cases, rather than to impose a new standard. 
UC is also concerned about any language which would require a bond to be posted to bring a case because this 
could again disadvantage non-deep pocketed good faith patent holders from being able to bring their cases of 
infringement forward if they could not afford to post a bond. 

In addition, the U.S. Supreme Court has already decided to review the U.S. Court of Appeals for the Federal 
Circuit’s standard for awarding attorney’s fees in two difterent cases, in the cunent Court term beginning on 
October 1, 2013, Highmark v.,4//cart' and Octane Fitness v Icon. Since the U.S. Supreme Court is already 
acting to address when attorney’s fees in patent cases may be awarded under 35 USC 285, this is a further 
indication tliat Congress may not need to act in tliis area. 

Joinder of Interested Parties: HR 3309 establishes new rules for the joinder of interested parties in patent 
infringement cases once Sec. 285 attorney fees are awarded. UC is concerned that the Joinder provisions would 
require courts to grant a motion by a defendant in a patent infringement suit, on a “shall grant” basis, to join 
another “interested party,” on a very broad basis. UC is also concerned that HR 3309 uses a very broad 
definition of “interested party,” which is written to include “the right to any part of an award of damages or any 
part of licensing revenue.” This definition of “interested parly” arguably would include a university’s inventors 
and licensing partners, and any third party a university inventor has designated to receive some or ail ofhis or 
her inventor share, which all could be joined to a case. Also, the substitution of “subject matter” for “patent” in 
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the Manager’s Amendment indefinitely broadens the provision. The broad joinder provisions could make it 
much riskier for a patent holder, such as a university, to be able to commercialize university based research 
through licensing activities, and to seek redress for infringement when it occurs, Tlie joinder provisions should 
be narrowed in scope to prevent the broad ways in which parties could be joined to cases. Judges should also 
continue to retain flexibility about whether to join parties to a case given a particular case’s circumstances. 

Discovery in Patent Infringement Action: HR 3309 introduces new limits on discoveiy in patent 
infringement cases under 299A which could result in delays and denials of necessary discovery being obtained 
and increased costs for good faith patent holders alleging infringement. UC is concerned that the discovery 
limits could make it much more difficult for patent holders to protect their patents when infringement occurs, it 
would be better to allow the courts to continue to administer discovery needs in patent infringement cases, such 
as through the Model Discovery Order issued by Chief Judge Randall Rader, of the U.S. Court of Appeals for 
the Federal Circuit, rather than to impose new limits on discovery through HR 3309. Judges need to have 
flexibility in determining what makes the most sense for discovery in particular cases, and imposing limits on 
discovery, or imposing cost shifting for discovery requests, would have a negative impact on the abiiit>’ of 
universities, nonprofit organizations, start-ups and other non-deep pocketed organizations to bring legitimate 
cases of patent infringement forward. 

Section 4. Transparency of Patent Ownership 

Section 4 establishes new rules for providing transparency regarding the ownership of patents. UC supports 
requiring patent holders to disclose their ownership interest in patents as a part of patent litigation, but Section 4 
as drafted causes concern because it contains an overly broad definition for what must be disclosed to the U.S. 
PTO, beyond what would be needed to establish the ownership of a patent involved in a lawsuit. In particular, 
UC is concerned about the requirement that patent holders would have a duty to disclose in an initial 
infringement complaint and to update the U.S. PTO and court within 90 days of changes for any assignee of the 
patent or any parly with a ‘Tinanciaj interest’ in the patent in suit. The mandatory requirement to provide 
information about "any entity.. .that the plaintiff knows to have a financial interest in...ihe patent. ..or. .the 
plaintiff,” is very broad as further defined "right to receive proceeds from such action." 

UC is concerned that the definition of^Hnancial {ntcrest” could include a university’s inventors and licensing 
partners, and any third party a university inventor has designated to receive some or all of his or her inventor 
share, and It may be difficult to ascertain all of the parties with a ‘‘financial interest” :hai would be triggered 
under the language in Sec. 4, and plaintiffs would ^ subject to penalties for noncompliance. The broad 
definition of “financial interest,” coupled with the penalties for “Failure to Comply,” could make it muen riskier 
for patent holders such as a university to be able to commercialize university based research through licensing 
activities, and to seek redress for Infringement when it occurs. 

Sections. Customer Suit Exception 

Section 5 would allow a manufacturer of an allegedly infringing product to intervene and stay cases against 
downstream customers and retailers, who are not In the best position lo defend an infringement lawsuit. UC is 
concerned that Section 5 could lead lo automatic stays of downstream litigation that may be unrelated lo the 
infringement case the slay is issued for, which could result in weakening patent rights for other patent holders, 
whose patents could become held up through a stay issued through the customer suit exception language. It is 
also not clear why a stay to a patent infringement action should be granted if the manufacturer is a party along 
with its customer, and why a stay could be issued to protect a customer, but not a manufacturer. 
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Section 6. Procedures and Practices to Implement and Recommendations to the Judicial Conference 

Consistent with the comments under Section 3 above, it would be better to allow the courts to continue to 
administer discovery needs in patent infringement cases, such as through the model discovery order issued by 
Chief Judge Randall Rader, rather than to have new limits established through legislation. The language under 
Section 6 also suggests that the Judicial Conference should adopt rules that would include new cost shifting 
requirements for discovery beyond discovery for “core documentary evidence.” Consistent with the comments 
regarding attorney’s fees, non-deep pocketed entities such as universities, non-profits, small businesses, start- 
ups and others could be disadvantaged by a rule that would shift costs on a more automatic basis for needed 
discovery to a requesting paity. Under such a rule, UC is concerned that it could become too costly for a non- 
deep pocketed entity, such as a university to obtain necessary discovery, and too risky to bring a patent 
infringement case forward. It would be better to leave decisions about what discovery rules should be applied 
with the judges who work on patent cases on a regular basis, and understand the particular discovery issues that 
may be pertinent in a particular case. Section 6 may have the unintended consequence of freezing in place a 
statutory structure that may not make sense depending on the circumstances of each case. It would be better to 
allow the Judicial Conference to continue to determine the rules for discovery in cases. 

Section 9. Improvements and Technical Corrections to the Lcahy-Smith America Invents Act 

Repeal of 35 U.S. Code Section 145: UC Is concerned that repealing 35 U.S. Ccxie Section 145 removes an 
important safeguard to ensure that patent rights are determined coirectly, and the University does not 
recommend that 35 U.S. Code Section 145 be repealed. 35 U.S. Code Section 145 provides an important 
safeguard to allow parties to appeal erroneous decisions by the U.S. PTO directly to the Federal District Court 
that should be retained In the law, so that there is effective review and recourse available, especially where a fair 
hearing includes the chance to present new evidence into the patent application file. The need for new evidence 
in a patent application file is rare, but can be critical to a patent issuing or to issuance of patent claims of 
appropriate breath. 

Post-Grant Review Estoppel: Section 9 would repeal the “raised or reasonably could have raised” estoppel 
standard from the Post-Grant Review section of the America Invents Act (AlA), allegedly because of a 
scrivener's error. As observed by key players in the enactment of the AIA, this was not a scrivener’s error. UC 
supports retaining the current law’s strong estoppel standard of “raised or reasonably could have raised” in Post 
Grant Review procedures, which will help to prevent litigation abuses and to strengthen patent claims that 
survive PGR. Retaining the strong estoppel standard would be particularly important for start-up companies that 
arc trying to raise money. Having a constant cloud over a patent docs not engender confidence in investors. 

Covered Business Method Patent Reviews; UC appreciates that the Manager’s Amendment to HR 3309 
removed much of the language that would have expanded the business method patents language in Section 1 8 of 
the AIA. 

Grace Period: UC continues to seek clarification of the continuation of the American grace period in afonn of 
appropriate breath to be effective, as opposed to the currently extremely narrow interpretation of the grace 
period from the AIA that the U.S. PTO imparted, during the U.S. PTO’s rule making process to implement tlie 
switch to a First Inventor to File system. Correcting the narrow interpretation of the AlA's grace period is a top 
priority for universities. Without correction, there is a great risk that opportunities for inventions developed at 
universities to be commercialized will be compromised. The university community has developed grace period 
language that would correct the grace period problems arising from the AIA. 


4 



349 


Defending Liberty 
M MM Pyrsying iustice’ 

Thomas M. Susman 

Dirpciof 

Covt‘rTim[?nl.-5i Affairs Office 

November 14, 2013 

Honorable Robert W. Goodlatte 
Chair 

Committee on the Judiciary 
U.S. House of Representatives 
Washington DC, 205 1 5 

Honorable John Conyers, Jr. 

Ranking Member 
Committee on the Judiciary 
U.S. House of Representatives 
Washington DC, 20515 

Re: H.R. 3309, the Innovation Act 

Dear Chairman Goodlatte and Ranking Member Conyers: 

I am writing to express the views of the American Bar Association on H.R. 3309, the Innovation 
Act, which we understand will be scheduled for Committee markup in the near future. 

H.R. 3309 would amend the Patent Code as codified in title 35, U.S. Code, and other provisions 
of federal law relating to patents in several respects, with the objective of reducing abusive 
litigation practices in patent cases. The ABA understands that these proposed changes are 
designed to address practices by litigants that have come to be identified as “patent assertion 
entities,” so named because they acquire and hold patents not for commercial exploitation, but 
solely to sue for monetary relief or extortionist settlements. The ABA agrees that changes in 
court procedures relating to pleadings, disclosure of real parties in interest, joinder of parties, and 
discovery can improve the administration of justice in our nation’s federal courts, including in 
patent cases. However, the ABA opposes the enactment of H.R. 3309 as introduced, and urges 
the Committee to continue further development and revision of the bill to achieve its worthy 
objectives. 

Our primary concerns regard provisions of the bill ttat call for Congress, rather than the courts, 
to establish certain rules of procedure for the federal courts, thereby circumventing a rulemaking 
process that has served our justice system well for almost 80 years. In the Rules Enabling Act, 

Congress recognized that responsibility for establishing rules of procedure to be applied in our 
federal courts is best reposed in the Article III courts themselves. Provisions of that Act assure 
that amendment of the Federal Rules occurs only after a comprehensive and open review is 
undertaken. Before a proposed rule change can become effective, it must be approved by the 
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Supreme Court and transmitted to Congress, which retains the ultimate power to reject, modify, 
or defer any rule or amendment before it takes effect. 

This circumvention called for in H.R. 3309 takes two forms: direct legislative enactment of rules 
of procedure and case management, and statutory direction to the Judicial Conference or the 
Supreme Court to develop particular rules and procedures for patent cases, with the substance of 
those rules and procedures specified in the bill. Examples of the former include provisions in 
section 3 of the bill relating to pleading, joinder, and discovery; requirements in section 4 that an 
initial complaint include detailed disclosure of parties in interest; and requirements in section 5 
to stay actions for patent infringement in certain specified circumstances. Examples of the latter 
include provisions in section 6 directing the Judicial Conference to develop rules and procedures 
relating to issues of discovery and case management, with the content of those rules prescribed in 
the bill. 

The ABA believes that the more effective approach is to adhere to the time-proven policy of 
allowing the federal judicial system to prescribe procedural rales, augmented by the local rules 
of the district courts. However, H.R. 3309’s proposed departures from this system present 
another concern. By mandating particular rales of procedure applicable only to patent cases, the 
legislation calls for the same issues to be governed by different rules in patent cases than in all 
other civil cases. This unhealthy precedent could prompt calls to Congress to provide special 
rules of procedure for still other areas of the law, leading to the balkanization in the 
administration of Justice — precisely the result that the Rules Enabling Act process was designed 
by Congress to avoid. 

H.R. 3309 has the commendable objective of making it more difficult for ill-founded patent suits 
to succeed, and making it easier to identify and dispose of those suits more promptly and less 
expensively. By addressing these abusive litigation tactics, the bill ideally will lead both 
plaintiffs and defendants to realize that extortionist settlements should no longer be expected or 
feared. These are salutary objectives that the ABA supports. At the same time, however, overly 
prescriptive congressionally mandated rules of procedure may have the unintended result of 
creating more delay and expense, not less, and ill-serve the worthy objectives of H.R. 3309. 

The ABA urges the Committee to continue reviewing and refining the bill, with a particular 
emphasis on providing guidance to the Judicial Conference and district courts in their 
development and improvement of rules of procedure and case management to address the 
concerns regarding abusive litigation practices that prompted this proposed legislation. Such 
guidance can and should be provided without abrogating the ability of the judicial branch to 
carry out its Article III responsibilities by adopting and adapting rules of procedure and case 
management. 

Sincerely, 


Thomas M. Susman 
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COMMITTEE ON RULES OF PRACTICE AND PROCEDURE 
OF THE 

JUDICIAL CONFERENCE OF THE UNITED STATES 
WASHINGTON, D.C. 20544 


JEFFREY S. SUTTON 
CHAIR 

JONATHAN C. ROSE 
SECRETARY 


CHAIRS OF ADVISORY COMMITTEES 

STEVEN M.COaOTON 
APPELLATE RULES 

EUGENE R. WEDOFF 
BANKRUPTCY RULES 


DAVID 0. CAMPBELL 
CIVIL RULES 

REENARAQOI 
CRIMINAL RULES 

SIDNEY A PrrZWATER 
EVIDENCE RULES 


November 6, 2013 


Honorable John Conyers, Jr. 

Ranking Member 
Committee on the Judiciary 
United States House of Representatives 
Washington, DC 20515 

Dear Representative Conyers: 

We write to offer the initial views of the Judicial Conference Rules Committees on one 
aspect of H.R. 3309, the Innovation Act. 

We are the current chairs of the Judicial Conference’s Committee on the Rules of Practice 
and Procedure and the Advisory Committee on the Federal Rules of Civil Procedure. In those 
capacities, we have reviewed the legislation and have shared it with the chairs of other 
committees of the Judicial Conference that may have an interest in the legislation. The Judicial 
Conference may wish to comment on the Innovation Act in the future, and we may have a few 
additional comments about the draft legislation in the future. For now, however, we wish to 
offer a comment about Section 6 of H.R. 3309, which it maybe useful to hear sooner rath^ than 
later. 


In its current form, Secdoo 6 requires the Judicial Conference to develop rules to 
implement the requirements described in the Act that are intended to address asymmetries in 
discovery burdens and costs in patent litigation. In doing so. Section 6 sets forth the content of 
the civil rules that the Judicial Conference is expected to develop through the Rules Committees. 

We greatly appreciate, and share, the desire to improve the civil justice system in our 
federal courts, including by reducing abusive procedural tactics in patent litigation. But 
legislation that mandates the contents of the federal rules contravenes the longstanding Judicial 
Conference policy opposing direct amendment of the federal rules by legislation instead of 
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through the deliberative process Congress established in the Rules Enabling Act, 28 U.S.C. 

§§ 2071-2077. Congress passed the Rules Enabling Act to create a thorou^ and Inclusive 
process for addressing procedural problems in the federal courts. Under that process, the Rules 
Committees collect infonnation diat is essential to promulgating effective rules by 
commissioning empirical studies, analyzing relevant case law, and consulting with experts and 
others with direct experience in the area. Proposals for change are published for public comment 
and thoroughly analyzed by the Civil Rules Committee, the Standing Ruira Committee, the 
Judicial Conference, the Supr^ie Court, and Congress. This multi-layered process ensures a 
thorough evaluation of proposals while reducing the ever-present risk of unintended 
consequences. 

By dictating the outcome of the Rules Enabling Act process with respect to potential 
rules. Section 6 of H.R. 3309 runs counter to that process. We worry that this kind of approach 
more often will undermine, rath^ than further, the development of sound rules and practices. 
Instead of mandating the outcome of the Rules Enabling Act process, Congress may wish to urge 
the Judicial Confoence's Rules Committees to study whether certain rules should be amatded to 
address abusive patent litigation tactics and/or to implemort the provisions of the Innovation Act 
That approach would allow Congress to express its interest in addressing these problems arid 
would respect the long-established virtues of the deliberative processes created by the Rules 
Enabling Act 


The Rules Committees and the other relevant Judicial Conference committees will 
continue to study the bill. If additional concerns are identified, they will be communicated to you 
as soon as possible. For now, however, we want to let you know immediately about our specific 
concerns with Section 6. The Rules Enabling Act process has worked well for the last 80 years 
or so, and we hope to see this collaborative partnership continue to work well long into the 
future. Thank you for considering our concents. Ifyou or your staffhave any questions, please 
do not hesitate to contact us or Benjamin Robinson, Dq>uty Rules Officer and Couns^, at 
202-502-1820. 


Sincerely, 


Jeffrey S. Sutton 
United States Circuit Judge 
Sixth Circuit 

Chair, Conunittee on Rules 
of Practice aiid Procedure 


David G. Campbell 
United States District Judge 
District of Arizona 
Chair, Advisory Conunittee 
on Ovil Rules 


cc; Democratic Members of the House Committee on the Judiciary 
Identical letter sent to: Honorable Bob Goodlatte 
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¥ENTIIRE CAFfTAi 


November 20, 2013 

The Honorable Bob Goodiatte 
Chairman 

Committee on the Judiciary 
U.S. House Representatives 
Washington, DC 20515 

Dear Chairman Goodiatte, 

On behalf of the National Venture Capital Association (NVCA), I am writing to express our views 
on H.R. 3309, the Innovation Act of 2013. As illustrated by a recent study* conducted by UC 
Hastings law professor Robin Feldman with participation from NVCA members and portfolio 
companies, patent assertion is a growing and costly burden for some participants in the 
innovation ecosystem. This is especiaiiy true for many small venture-backed companies whose 
efforts to commercialize innovation often threaten to disrupt marketplaces and their entrenched 
interests. The costs for established companies in challenging or infringing upon the patents of 
innovative upstarts are relatively low, while the benefits can be high. Conversely, the costs and 
burdens of defending against infringement or assertions for those small venture-backed 
companies is often disproportionately high. These dynamics have made assertions and 
infringements popular strategies, and they must be addressed. 

NVCA believes H.R. 3309 includes several helpful provisions to help curb abuses in patent 
litigation. However, it is critical that Congress balance the need for patent litigation reform with 
the needs of those start-ups that depend on strong patent protection and that believe the 
system is working. Congress must also take care to avoid any unintended consequences that 
couid weaken strong patent protection. 

Within this context, NVCA believes several changes should be made to H.R. 3309 in order to 
strike this delicate balance including the following; 

Fee Shifting; 

Although a prevailing-party approach for attorney fees may be acceptable for litigants that are 
similarly situated economically, this approach puts an unfair burden on early-stage companies 
which are typically capital constrained. The proposed legislation potentially also impacts 
incentives / risks of new-company formation, because of contingent fee liability (285(c)) with 
respect to proposed joinder (see below). We hope to have specific language to suggest on this 
issue in the near future. 

Joinder; 

As proposed, joinder of "a person who has a direct financial interest" may inadvertently include 
equity Investors (e.g., venture capital fond entities). Although the proposed legislation provides 
an exception for entities whose "sole financial interest in the patent or patents at issue is an 


* Feldman, Robin. UC Hastings; “Patent Demands & Startup Companies: The View from the 
Venture Capital Community.” 
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equity interest in the party alleging infringement", the proposal also provides a carveout to this 
exception - for entities that also have the "right or ability to influence, direct or control the civil 
action". This carveout may preclude venture capital funds from relying on the equity-interest 
exception, since such funds typically have voting agreements that provide for VC-appointed 
directors. We believe this concern could be addressed simply with a minimal clarification such 
as: 

Revise Sec. 3(c) of proposed legislation to reflect the following indicated changes to 
proposed Sec. 299(dX3)(C)(ii): 

"(C) has a direct financial interest in the patent or patents at issue, including the right to 
any part of an award of damages or any part of licensing revenue, except that a person 
with a direct financial Interest does not include— 

(i) an attorney or law firm providing legal representation in the civil action 
described in paragraph (1) if the sole basis for the financial interest of the attorney or 
law firm in the patent or patents at issue arises from the attorney or law firm's receipt of 
compensation reasonably related to the provision of the legal representation; or 

(ii) a person whose sole financial interest in the patent or patents at issue is 
ownership of an equity interest in the party alleging infringement, unless such person 
also has the explicit right or ability to directly and materially influence, direct, or control 
the civil action." 


Est oppel:.. 

Durlng the last round of patent reform legislation and passage of the AIA, NVCA advocated for 
strong estoppel provisions as the trade-off for supporting a post grant review (PGR) structure. 
The AIA language provided that invalidity claims that 'reasonably could have been raised' in a 
PGR cannot subsequently be made in civil action. H.R. 3309 changes the PGR estoppel 
language so that rather than barring the challenging party from re-asserting invalidity grounds 
that were "raised or could have been raised" only grounds that were actually raised in a PGR 
would be barred and therefore small companies would not be able to rely on the validity of 
their intellectual property to attract capital and build their companies. 

Thank you for your leadership. We look forward to working with you and the other members of 
the Committee on legislation that balances the need to curb patent litigation abuses with the 
need to maintain strong protection for patent-dependent startups. 


Sincerely, 

Bobby Franklin 
President & CEO 


Cc: The Honorable John Conyers, Jr., Ranking Member 
Members of the Committee on Judiciary 
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Fed. Circ. Chief Calls For Caution On Patent Troll 
Bills 


By Ryan Davis 

Law360, New York (November 04, 2013, 8:35 PM ET) — The chief judge of the Federal 
Circuit on Friday urged Congress to refrain ftcm passing legislation aimed at cracking down 
specifically on so-called patent trolls, saying district court Judges are able to curb abusive 
patent litigation on their own. 

In a speech at the Eastern District of Texas Bench Bar Conference In Plano, Texas, Chief 
Judge Randall Rader decried litigation blackmail" where the patent owner tries to extort a 
settlement from accused infringers that Is less than the cost of a defense. 

However, he said the solution was not, as some bills Introduced in Congress have proposed, 
to make special rules for patent owners that don't make any products. American law does 
not make distinctions based on the characteristics of the parties, but on their actions, he 
said. 

'The definition of a 'troll' will always be overinclusive or underinclusive to the detriment of 
justice," Judge Rader said. "Instead of finger pointing and name calling, the law needs to 
focus on blameworthy conduct." 

Judges already have the authority to reduce abusive litigation tactics and can eliminate the 
need for new laws passed by Congress If they to make better use of those toots, ha said, 

"Because I have confidence in the ability of the Judiciary to address these Issues in a more 
flexible and thus just manner, I consequently encourage the legislative branch to proceed 
with great caution In attempting to solve specific and evolving problems with sweeping 
definitions," he said. 

For instance. Judge Rader said that judges should make "liberal use" of their ability to grant 
summary judgment If a patent plaintiff brings a suit that Is not meritorious. Disposing of such 
cases through summary Judgment is "the tey to removing the abusers from the system," as it 
will prevent them from using the cost of protracted litigation to leverage settlements. 

"An Impotent summary judgment process encourages nuisance settlement strategies because 
the accused has to assume they will bear the full cost of trial to vindicate their position," he 
said. 

He also said that judges should make more use of the provision of patent law that allows 
them to order litigants that bring "exceptional" or baseless cases to pay their opponents' 
litigation costs. 

"When a Judge perceives that a case exhibits litigation abuse, that case should be 
'exceptional' on that basis alone," he said. The potential of shifting fees helps to balance 
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the playing fiefd so that the wrongly accused at least have hope of recovering their fees if 
they do not pay a nuisance settlement.” 

Finally, he praised efforts by judges to reduce the cost of litigation, including recent model 
orders drafted by the Federal Circuit Bar Association that call for limits on discovery and the 
nurrtter of claims asserted in litigation. 

"It only makes sense to actively require the parties to focus their cases so that the true 
issues can be timely resolved,” he said. “Excess claims and excess prior art has clogged the 
system for too long." 

The patent system has long been subject to msgulded criticism, including unsubstantiated 
claims that patent hinder innovation, Judge Rader said. That criticism has been exacerbated 
by abusive litigation, but judges are capable of solving that problem, he said. 

"By addressing litigation abuse, I have full confidence that the judiciary has the tools to 
restore confidence in the patent system," he said. 

--Editing by Elizabeth Bowen. 

All Content ® 2003-2013, Portfolio Media, Inc. 
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Speech Excerpt from CAFC (retired) Chief Judge Paul 
Michel of the Federal Circuit Court of Appeals 
described the practical impact of this flawed proposal: 


"First, provisions concerning pleadings, fees, discovery and stays all multiply the 
issues requiring adjudications, adding measurably to the already excessive 
complexity of such cases and thus increasing still further the harmful delays, costs, 
dismptions and uncertainties. For example, the stringent pleading requirements of 
Section 3 for the "initial Complaint" will lead to motions to dismiss, now very rare, 
in almost every case. The parties must then litigate and the judge must decide if 
any missing information was "known" to the patent owner or, if not known, was 
nevertheless "reasonable accessible." And if the Complaint is dismissed, it can be 
refiled, perhaps with only some of the gaps filled, possibly leading to another 
round of dismissal litigation. 

Complaints typically allege infringement of multiple patents, each with multiple 
claims, each with many limitations and often against multiple products. Consider a 
case with 5 patents, each with 5 asserted claims, each with 5 limitations against 5 
products. Such numbers are not fanciful. Under the bill, if enacted, the initial 
Complaint must link every limitation to a feature of every accused product, 
specifying as well whether infringement is literal or equivalent, whether direct or 
indirect, and in the latter case, additional details are required. Do the math and you 
see such a complaint must contain hundreds, likely thousands, of facts in a huge 
matrix. Seldom will every box in the matrix be filled. Under the proposed bill, any 
omission will result in dismissal, leading to much wasteful litigation, the very thing 
the bill seeks to minimize. And what if discovery reveals additional Infringing 
products? Can the complaint not be amended, as at present? " 
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November 18, 2013 


Honorable Robert W. Goodlatte 
Chainnan 

Committee on the Judiciary 
U.S. House of Representatives 
Washington, D.C. 20515 


Honorable John Conyers, Jr. 
Ranking Member 
Committee on the Judiciary 
U.S. House of Representatives 
Washington, D.C. 20515 


Dear Chairman Goodlatte and Ranking Member Conyers, 


The Patent Office Professional Association (POPA) represents more than 8,000 patent 
examiners and other patent professionals at the U.S. Patent and Trademark Office (USPTO). 
While POPA appreciates the work of the Committee in preparing a Manager’s Amendment to 
the Innovation Act, H.R. 3309, for Committee mark-up, we continue to have concerns regarding 
this legislation. 


First and foremost is the failure of this legislation to address in any way the lack of stable 
funding for the USPTO and the impacts of sequestration on the Agency’s abilities to cany out its 
mission. The Leahy-Smith America Invents Act of 20 1 1 (AIA) gave the USPTO limited fee- 
setting authority and the access to all its fee income. No sooner had the first fee-setting rule 
been implemented, however, than the Agency became subject to a substantial loss of that fee 
income through sequestration. No attempt has been made in H.R. 3309 to resolve this issue. 

Until such time as the USPTO is provided stable and full fee funding, POPA must oppose 
this legislation. 


POPA greatly appreciates the removal of the provisions of H.R. 3309 regarding 
expansion of the transitional covered business method (CBM) provisions of the AIA. It is noted, 
however, that the proposed legislation authorizes the Director to waive the payment of fees for a 
transitional proceeding under the CBM provisions of the AIA. POPA opposes this provision. 
Permitting the Director to waive this fee would simply act to further incentivize challenges to 
issued U.S. patents on covered business methods and decrease the certainty of patent owners and 
investors in the value of the patent. A strong U.S. patent system must provide some certainty to 
patent owners once their patent has survived legal challenge. Without that certainty, the 
incentives of the patent system become illusory. Furthermore, with its current unstable funding, 
it is entirely unclear how the USPTO could afford to waive fees for such a proceeding. The 
USPTO needs its fees to cover the expense of the work performed for those fees. Indeed, under 
current fee setting authority, fees are set, on average, to recover costs of the Agency’s activities. 
Waiving a fee for a CBM transitional proceeding would appear ill-advised at best. 


Representation br Patent Probssionals 
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Of broader general concern for POPA is that the Innovation Act appears skewed against 
small inventors. POPA has always supported small inventors, recognizing that it is these very 
inventors who do the majority of true innovation - whether in their garage, small company or 
university laboratory. While others are much better able to delve into the specifics of those 
provisions affecting small inventors, POPA believes that any changes to the U.S. patent system 
should work to advantage, not disadvantage, small inventors. They represent the very lifeblood 
of American innovation. 

Finally, we are deeply concerned tliat this legislation is being pushed through the 
legislative process much too quickly to allow adequate development of the issues and crafting of 
solid, workable solutions to resolve those issues. POPA hopes that the Committee will continue 
discussions with stakeholders until the interests of all have been adequately addressed. We look 
forward to continuing to work with the Committee on crafting patent reforms that will keep 
America’s patent system the strong and vibrant engine of innovation it has been for over two 
hundred years. We would be happy to discuss with you any questions you may have. 

Sincerely, 

S). ^tuiena/ 

Robert D. Budens, President 
Patent Office Professional Association 
571 - 272-0897 
robert.budens@u$pto.gov 
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November 19, 2013 

The Honorable Bob Goodlatte 
Chainnan 

Committee on the Judiciary 
U.S. House of Representatives 
Washington, DC 205 1 5 

Dear Chairman Goodlatte, 

lEEE-USA supports the stated goals of the Innovation Act (H.R. 3309) to address abusive patent 
litigation and improve U.S. Patent and Trademark Office (“PTO”) examination quality. We 
appreciate your efforts to improve this bill by offering the Manager’s Amendment in the Nature of 
a Substitute, released yesterday (the “Bill”). This legislation will have significant impact on 
innovation, a matter central to lEEE-USA’s mission. 

Our initial review of the Bill indicates that while it contains positive changes from the original bill, 
newly-introduced problematic provisions and several provisions that remain counterproductive 
may produce results contrary to the Bill’s stated goals. Moreover, the Bill does not help remove 
significant ambiguities that remain in the America Invents Act (“AIA”) with respect to the “grace 
period.” lEEE-USA believes that given the current language of the AIA, no competent patent 
attorney can advise their client that they have a “grace period” for secret commercialization - a 
critical period in the formative stages of small businesses and startups. 

A positive feature of the Bill is the restoration of the original scope of the transitional review 
proceedings for Covered Business Method patents (“CBM”). However, the Bill provides an open- 
ended authority, unrelated to entity size or any other policy principle, under which “subject to 
available resources, the [PTO] may waive payment of a filing fee for a transitional proceeding.” 
This would provide the PTO plenary authority to arbitrarily pick and choose parties to reward with 
free proceedings, or to single out certain patent kinds for review free of charge. This provision 
contradicts § 10(a)(l)(2) of the AIA which provides that “fees may be set or adjusted ... only to 
recover the aggregate estimated costs to the Office.” Thus, the “available resources” are by 
definition those paid for by user fees and since all fees are set according to PTO’s costs to provide 
the service, there are no “available resources” for free. Effective January 1, 2014, the PTO’s CBM 
review request and post-institution fees are set based on PTO’s estimated costs to more than 
$30,000 per petition. If such fees are waived for any party, fees for services for other users must 
be raised to subsidize that party. A single CBM fee waiver would be equivalent to the fee 
collected from more than 500 micro entity applicants filing a provisional application. lEEE-USA 
strongly objects to provisions that provide special treatment and a free pass to challengers of 
issued patents at the expense of patent applicants. 



!EEE-USA, 2ooa L Street, N.W., Suite 700, Washington, O.C. 20036-5104 USA 

Office: -fi 2027850017 ® Fax. +1 2027850835 ■ E-mail: ieeeusatSseee.org s Web: www.ieeeusa.org 
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lEEE-USA could support in principle several provision, such as heightened pleading standards 
and enhanced disclosure of real parties in interest, if redrafted in a balanced way and not overly 
burdensome on litigants. Unfortunately the Bill still misses the mark on these issues. We are 
concerned that the Bill unfairly shifts procedural burdens, costs and risks to patentees. For 
example: 

• The Bill’s patent infringement pleading standards require particularities of asserted claim 
elements matched to accused infringing product features but have no similar requirements 
that defendants show with particularity why they do not infringe. Since most patent 
infringement complaints draw a counter-claim of patent invalidity, any such counter-claim 
should also be pleaded with comparable particularity (e.g., citing applied prior art 
references to all claim terms) that would support the invalidity contention. 

• The Bill attempts to shift litigation costs and expenses to benefit the prevailing party 
without adequately defining the term "prevailing party." In as much as litigation often has 
multiple issues, one party can prevail on one issue and another party can prevail on another 
issue. The Bill only creates uncertainty on this issue and fails to meet its stated goal. 

• Real Party in Interest provisions require that parties asserting patents disclose all entities 
having a financial interest in the asserted patents. This will deter many investors and those 
holding security-interests in patents who, for privacy reasons, wish to remain anonymous. 
In contrast, no disclosure of Real Party in Interest is required for parties challenging 
patents in declaratory actions or at the PTO in reexamination and in post issuance 
proceedings. 

We believe that other provisions in the Bill are still not sufficiently narrowly crafted to target 
litigation abuse and therefore would reduce the value and enforceability of patents more broadly. 
lEEE-USA believes that legislation addressing litigation abuse should be implemented in a 
manner that is not patent-specific or discriminatory against certain patent owners. For example, 
we are concerned that the discriminatory enhanced fee-shifting provisions have the potential of 
creating new unfair risks for particular litigants while rewarding others. While we favor judicial 
stays against innocent consumers of end products where a stay would promote fair and efficient 
resolution of a patent suit, we are concerned that the mandatory stay provisions are still overly 
broad and unduly shift the procedural burdens onto patentees. lEEE-USA objects to provisions 
that strip away or materially undermine patentees’ enforcement rights to exclude the “use” of 
patented inventions. 

lEEE-USA strongly opposes the repeal of Section 145, which unfortunately remains in the Bill. 
Under this repeal, applicants would be gratuitously denied the fundamenlal right of de-novo 
judicial review of adverse patentability determinations by the PTO when it refuses to consider 
certain evidence. The importance of this 170-year-old protective provision is in its restraining 
effect on PTO’s potential abuse of discretion for all patent applicants - not just for those who 
would seek judicial review. A repeal of Section 145 would empower administrative decision- 
making, giving the PTO the final say, displacing the courts Md severely eroding U.S. patent 
rights. 

lEEE-USA believes that the “could have raised” estoppel in the current post grant law was a hard- 
fought compromise in the AlA legislation. The Bill still contains a provision that strikes the 
phrase “or reasonably could have raised.” It would give accused infringers that should have raised 
all arguments administratively, piecemeal options in court to repeatedly challenge patent validity, 
unfairly burdening patent holders and increasing the complexity of litigation. 


2 


Return to Table of Contents 



362 


lEEE-USA notes an important provision that is still missing in the Bill. The presidential 
sequestration order issued on March 1, 2013 subjects the PTO’s fees to sequester even though 
these fees are not taxpayer funds. This denies the PTO access to all user fees collected and thus, 
to the resources it needs to tackle the patent backlog. lEEE-USA opposes the sequestration of the 
PTO’s resources. 

lEEE-USA is an organizational unit of the Institute of Electrical and Electronics Engineers, Inc. 
(IEEE), the world’s largest organization for technical professionals, and a leading educational and 
scientific association for the advancement of technology. lEEE-USA fosters technological 
innovation for the benefit of all, including more than 200,000 U.S. engineers, scientists, and allied 
professionals who are members of the IEEE. 

lEEE-USA’s members serve on the “front line” of the US patent system. Our membership 
includes inventore who create and use cutting-edge technology, who research and publish 
professional articles and journals, and who develop published standards that form the bases of 
widely adopted and critical technologies. lEEE-USA members are more than merely scientists 
and research engineers; they are also entrepreneurs and employees of firms that acquire, license, 
and market patented technology; proper operation of patent law is a critical interest of lEEE-US A. 

We look forward to a continuing dialog with you and other members of the Judiciary Committee 
to address the concerns we have with the legislation as it develops during this legislative session. 


Sincerely, 


Marc T. Apter 
lEEE-USA President 


cc: The Honorable John Conyers, Jr., Ranking Member 

Members of the Committee on the Judiciary 
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AMERICAN lNTei_!_ECXUAl. RROPERXY LAW ASSOCIATION 


November 19, 2013 


The Honorable Bob Goodlatte 
Chairman 

Committee on the Judiciary 
United States House of Representatives 
2138 Rayburn House Office Building 
Washington, DC 20215 


RE: Manager’s Amendment to H.R. 3309, the Innovation Act 


Dear Chairman Goodlatte: 

I am writing on behalf of the American Intellectual Property Law Association (AlPLA) to give 
our perspective on the Manager’s Amendment to H.R. 3309, the Innovation Act. AIPLA 
appreciates the amendments to H.R, 3309 that address some of the concerns voiced about the 
introduced bill, and we believe the bill is moving in the right direction. We are particularly 
pleased with the removal of provisions that would have expanded the Transitional Program for 
Covered Business Method Patents (CBM). However, we continue to have several concerns with 
H.R. 3309, and cannot support it as currently reflected in the Manager’s Amendment. 

AIPLA is a national bar association with approximately 15,000 members who are primarily 
lawyers in private and corporate practice, in government service, and in the academic 
community. AIPLA represents a wide and diverse spectrum of individuals, companies, and 
institutions involved directly or indirectly in the practice of patent, trademark, copyright, and 
unfair competition law, as well as other fields of law affecting intellectual property. Our 
members represent both owners and users of intellectual property, as well as patent litigation and 
prosecution attorneys, which gives AIPLA a unique perspective on particular abusive patent 
litigation practices. 

Initially, we would note that many areas addressed by H.R. 3309 are also areas addressed by the 
recently-enacted provisions of the Leahy-Smith America Invents Act (AIA), whose impact on 
the system has not been fully realized nor completely understood. We agree with former USPTO 
Director David Kappos, who testified before your committee recently, that it is preferable that 
the reforms implemented by the AIA be given adequate time for implementation and evaluation 
before making further significant changes. 
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That said, AIPLA recognizes that certain patent litigation abuses, and more specifically patent 
assertion abuses, have become a source of serious concern. Although recent independent studies 
have shown that assertion entities themselves are not actually responsible for recent increases in 
patent litigation, we understand that certain entities may assert overbroad or invalid patent claims 
with an intent to simply extract quick settlements. These actions are often directed at multiple 
potential defendants, some of whom may feel compelled to settle primarily to avoid the cost of 
litigation. We also understand that the threat of such frivolous litigation could burden the U.S. 
economy as some of these businesses may feel they need to respond by diverting frinding away 
fi’om other activities. 

To the extent that reform is necessary to deal with such concerns, we urge the Committee to take 
a balanced approach that continues to encourage innovation. We believe that any legislation in 
this area certainly should reduce incentives for abuse, but it should do so while preserving the 
traditional rights of patent owners to protect and secure reasonable returns on their innovations, 
safeguarding the interests of users before the USPTO and the courts, and maintaining judicial 
discretion to appropriately manage litigation. 

Moreover, AIPLA believes that any reforms should approach the process by carefully targeting 
specific abusive actions rather than a particular category of actors. In addressing this problem. 
Congress should avoid singling out patent litigation or a particular category of litigant with 
inflexible statutory changes to the judicial process. Instead, it should encourage courts to more 
readily exercise their discretion with existing tools for case management, or, where necessary, 
the courts acting collectively could provide new tools that maintain the discretion and flexibility 
so important to trial judges. 

To be clear, there are some provisions of H.R. 3309 which we currently support, including the 
following: 

• Section 9(c), which aligns the claim construction standard in inter partes review and 
post-grant review (PGR) with the standard used by district courts. As an alternative to 
costly and often burdensome litigation, these processes should apply the same standards 
of review as used in the courts, so that consistent claim construction across these post- 
grant validity challenges will provide greater certainty in final decisions and reduce the 
need for further litigation. 

• Section 9(b), which corrects a so-called “scrivener’s error” made during the AIA 
legislative process by striking “or reasonably could have raised” from the estoppel 
provisions of 35 U.S.C. §325. In order for the newly implemented PGR proceedings to 
improve patent quality as intended, especially in the early stages of patent term when 
reliance, commercialization and related investment are likely at their minimum, parties 
need to be encouraged to use this new review proceeding to address questionable patents 
early on. Moreover, the current estoppel provision would require patent challengers to 
anticipate any and all possible validity argum^ts at this very early stage; otherwise they 
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would waive their right to raise different validity defenses if they are later sued for 
infringement. This may substantially deter parties from using the proceeding. 

• We support in principle Section 5, which would give courts clearer instruction to stay 
customer suits in favor of a suit against a manufacturer where the parties consent. This, 
more than other provisions, would directly ease the burden on potentially innocent end- 
users. However further clarification of this provision is needed, particularly as to the 
requirements for a stay and when a court may deny a request for a stay. 

However, AIPLA continues to have significant concerns about other provisions of the legislation 
which would introduce many new requirements into the patent litigation process. We fear that 
many of these would intrude on the established role of the Judicial Conference and would overly 
restrict the traditional discretion of district court judges to manage their cases. In this regard, 
AIPLA is concerned that the bill will mandate inflexible rules, many of which may have 
unintended consequences including impeding access to the courts, and we further believe that the 
Judicial Conference in its own discretion is in a better position to work with the district courts to 
institute appropriate case management rules. 

Among our concerns are the following sections: 

• Section 3(a), which removes judicial discretion by imposing significantly 
heightened pleading requirements for patent lawsuits; 

• Section 3(b), which removes judicial discretion by mandating a presumption of 
awarding attorneys’ fees in all cases; 

• Section 3(c), which singles out patent litigation or a particular category of 
litigation with amendments to the rules of joinder; 

• Section 3(d), which removes judicial discretion with statutory limitations on 
discovery in all patent litigation; 

• Section 4, which imposes on patent owners who enforce their rights through 
litigation disclosure requirements for the life of the patent; and 

• Section 6, which directs the Judicial Conference to adopt rules and procedures 
detailed by Congress. 

We would note that the Judicial Conference Advisory Committee on Civil Rules has begun the 
process for amending the Federal Rules of Civil Procedure to reduce costs and delays in 
litigation through active case management and proportionality in discovery. Additionally, the 
U.S. Supreme Court has granted certiorari in two cases dealing with the standard for fee shifting 
in patent cases under the current 35 U.S.C. § 285. Given these developments, legislative action 
in this area may be premature or even unnecessary. 

We also have several other additional concerns, including: 

• Section 9(i)(6): “Time Limit for Commencing Misconduct Proceedings.” This new 
provision is reportedly being advanced by the USPTO because it believes it is unable to 
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complete the review of misconduct allegations against registered attorneys and agents in 
a timely manner, thus apparently necessitating the filing of potentially unwarranted 
charges to avoid tolling the statute of limitations. We strongly opposed the original 
provision in the AIA, and we are equally concerned about this amendment. This 
provision seeks to extend the threat of discipline against individuals within our 
membership, with the related potential for increases in malpractice insurance rates against 
all registered members, for unjustified reasons. Many of the provisions of the AIA, more 
challenging than this, impose one year deadlines on the USPTO, e.g. PGR and CBM. It 
remains incumbent upon the USPTO to complete their work in this highly sensitive area 
in the amount of time both they and the Congress allocated the USPTO in the AIA. 

• Section 9(a), which eliminates Section 145. While we understand the concern that these 
actions may constitute a burden on the resources of the USPTO, even though infrequently 
used, we believe that this provision maintains an historic alternative means of providing 
for review of examiner decisions and establishing the rights of inventors, and should be 
retained. 

Finally, and perhaps most importantly, AIPLA strongly believes that the single most important 
reform for improving the quality of patents is requiring a fully-funded USPTO. Congress 
understood the importance of giving the USPTO access to all of its user fees at the time of the 
AIA, but 2 years after its passage USPTO funds are again being made unavailable to the Office 
due to sequestration. The hoped-for improvements from the AIA were starting to be felt as new 
examiners were hired to tackle the backlog of pending patent applications, essential new IT 
systems were being developed, and new administrative procedures and proceedings were put into 
place. Sequestration has delayed all these efforts and improvements, which undoubtedly risks 
undercutting major initiatives designed to continue improving the patent system. 

Until full funding is restored to the USPTO, AIPLA has reservations about trying to implement 
further reforms such as those included in the Innovation Act To that end, AIPLA strongly 
supports H.R. 3349, the Innovation Protection Act, and suggests it become central to any 
legislative initiative. 

In summary, and for the reasons noted above, AIPLA does not currently support the Manager’s 
Amendment to H.R. 3309. We would welcome the opportunity to continue to work with you 
and your staff on these issues moving forward. Thank you for considering our views. 

Respectfully submitted, 



Wayne'P. riobon 
President ^ 

American Intellectual Property Law Association 
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The Ns^snat AsBodaosn erf Patent Practituiners (NAPP) is a norvprofit organizston 
dedicated to supporting patent prazjtitioners and Uiose 
working in the field patent law in mattero re abng to 
patent law its pracOcs wd techmbgical advanesn 


The Honorable Robert Goodlatte 
Committee on the Judiciary 
2138 Rayburn House Office Building 
Washington, D.C. 20515 

Dear Chairman Coodlatte: 

The National Association of Patent Practitioners (NAPP) is a nonprofit trade association 
for patent agents and patent attorneys. NAPP has approximately 400 members in the US and 
various foreign countries. The practices of the practitioner members are focused primarily on 
patent prosecution, namely practice before the USPTO. Our practitioner members represent 
thousands of clients who seek patents, which for the most part are small and mid-sized business 
and individual inventors, well-understood to be the driving force of the American economy. As 
part of NAPP’s mission, we aim to create a collective nationwide voice to address issues relating 
to the patent prosecution practice. Additional information about NAPP can be found at 
www.n app.ora . 

NAPP understands the motivation of the House Judiciary Committee for considering 
legislation to curb abusive patent litigation. However, the provisions contained in the recently 
introduced Innovation Act (H.R.3309) are not narrowly crafted to address abusive practices, but 
instead broadly undermine the ability of patent owners to enforce their constitutionally protected, 
government (USPTO) granted patent rights. The only ways to enforce a patent is to approach an 
infringer (through a demand letter) or to file a patent lawsuit. The patent bill being considered 
will impose substantial burdens on the ability to enforce patents effectively and efficiently, both 
“legitimate” patents asserted properly and “illegitimate” patents that the USPTO mistakenly 
granted. The result will be to hinder the value of patents and lessen incentives for patentable 
innovation across technology areas. The Committee cannot simply allow a few non- 
representative concerns about abusive litigation to override the need to strike an appropriate 
balance with all patent holders and not weaken incentives for U.S. innovation. 

The following lists specific concerns NAPP has identified in H.R. 3309, the Innovation 
Act, as currently drafted: 

• Fee shifting provisions of amended Sec 285 are extremely broad, applying to any 
civil action in which any party asserts a claim for relief under the Patent Act. The presumption is 
heavily in favor of fee-shifting as a default outcome. The provisions will interfere with ordinary 
enforcement of exclusive patent rights. The chilling effect of the uncertainty about whether such 
expense would be due and who ultimately will pay it is disproportionately adverse to parties of 
limited means such as individual inventors and small-business entrepreneurs. 

Nstionaf AssotiaLion of Patent Practitioners 
1629 K Street NW, Suite 300 • Washington O.C., 2D006 
Phone: 703-634-3423 
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• Increases pleading requirements in a way that raises questions about the balance 
between patent infringement plaintiffs and defendants. Plaintiffs arc required to have information 
available at the time of lawsuit, and any invention for which infringement cannot be proven 
without litigation discovery (e.g., software) could be impossible to enforce. This provision calls 
into question the commitment to prompt and effective access to the courts by patent owners more 
broadly (Section 3(a)). 

• Imposes restrictions on discovery that could serve to delay ultimate resolution of 
patent litigation, further clog federal court dockets, and increase costs, by creating satellite 
motions and fights about whether discovery should be granted (Section 3(d)). 

• Raises serious questions regarding balance between those who might seek to 
enforce a patent and those who might seek to invalidate a patent by mandating requirements for 
transparency of ownership only to the former (Section 4). In connection with fee-shifting, 
similarly, patent owners put themselves at risk if they dare to sue, but patent pirates ean remain 
hidden behind corporate shields in denying or infringing patents at will. 

• Includes a customer suit exception provision that is not targeted narrowly and 
could lead to delayed resolution of disputes (Section 5). 

• Prescribes activities for the Judicial Conference, or the Supreme Court, that may 
more appropriately be considered areas for reflection by those bodies (Section 6). 

• Eliminates Section 145 proceedings as a procedural option for patent applicants 
(Section 9(a)), curtailing their right to introduce ftirther evidence of patentability of their 
inventions, 

• Proposes an inappropriate limitation on patent term adjustment by the PTO 
(Section 9(f)). 


NAPP is hopeful this legislation will be amended to address the above concerns. 


Sincerely, 




Priya Sinha Cloutier 

Chair, NAPP Government Affairs Committee 


fiatior^al Associ8tlcs> of Patent PracStionars 
1629 K Street NW, Suite 300 ♦ Washington O.C., 20006 
Phone: 703*634-3^23 
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November 18, 2013 


The Honorable Bob Goodlatte 
Chairman 

Committee on the Judiciary 
U.S. House of Representatives 
Washington, DC 20515 

Dear Chairman Goodlatte: 

The Coalition for 21st Century Patent Reform applauds you for continuing to move 
ahead on the “Innovation Act" (H.R. 3309) with the introduction of your Manager’s 
Amendment, in which there are a number of positive features and improvements. 

Specifically, as we indicated in our letter to you upon introduction of H.R. 3309, we are 
pleased that the bill properly repeals the “or reasonably could have raised" estoppel for 
civil litigation, which inadvertently appeared in the text of the AIA through a scrivener’s 
error. Likewise, we are pleased that the bill requires the USPTO to construe patent 
claims involved in the AlA’s new post-issuance proceedings in accordance with the 
ordinary and customary meaning of the claim language, as understood by one of 
ordinary skill in the art and the prosecution history pertaining to the patent. We also 
applaud removal of most of the provisions relating to the CBM transitional program 
(although we remain concerned that CBM proceedings are still expressly exempted 
from the aforementioned claim construction requirements). 

As you know, we have long been a proponent of a relaxation of the ''exceptional” case 
standard to pemiit fee shifting in more cases to encourage both plaintiffs and 
defendants to assert only meritorious positions, and support the bill's language that 
would amend Section 285 to achieve that result. We also believe that the significant 
improvements have been made in the language of pleading requirements section, 
although we believe its continued requirement that each Complaint disclose detailed 
contentions on a product-by-product, claim-by-daim and element-by-element basis is 
unworkable, and should not be retained in the finai bill. We also believe that repeal of 
Section 145, which has long served as an important procedural protection for 
innovators, is a bad idea that should be dropped from the bill. 

We continue to have a serious concern that the provision related to stays of discovery 
pending claim construction would prolong all patent litigation by a year or more, 
substantially increase its cost, and deny parties with meritorious positions of the timely 
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relief they deserve. Unless it is substantially revised, this provision should not remain in 
the bill. 

As the bill continues to move through the legislative process, 21C remains committed to 
continuing to work with you and the other members of the Committee, and of the House, 
to achieve measured, targeted legislative reforms designed to curb litigation abuse. 

Sincerely, 

Carl B. Horton 

Coalition for 21st Century Patent Reform 


cc; The Honorable John Conyers, Jr., Ranking Member 
Members of the Committee on the Judiciary 


2 
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H.R. 3309, Manager’s Amendment of U/X8/2013, and IPO Positions 


nH ' «' R - 

tl’nifsi. iitliiTMtsr uoirti JtMi'tt 
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1. Cost Shifting 
Including 
Attorney Fees 

• Awards to prevailing party unless non- 
prevailing party position ’suhstanttaliy 
iustified" nr exceptional circumstances make 
unjust. 

* If losing party unable to pay, coun may make 
recoverable against joined “interested party." 
’Party asserting claim, who later extends 
covenant not to sue, is deemed "non-prevailing 

’ Amends exdki^n to require the non- 
prevailing party's position and conduct to be 
'sub-stanriaify justified." 

• Award to prevailing party 
unless position and conduct of 
non-prevailing party were 
objectively reasonable and 
substantially justified. 

* Not required if exceptional 
circumstances make unjust. 

2. Disclosure of 
Real Party-in- 
intercstfRPI) 

i 

1 



* Disclosure to court, USPTO, and adverse 
parties in infringement suits except ANDA 
suits; encumbers patent with ongoing duty of 
disclosure to USPTO. 

‘ includes assignee, entity with right to 
sublicense or enforce patent, financial interest 
in patent or plaintiff, and ultimate parent. 

’ Financial interest defined as 
ownership/control of> 5% of plaintiffor right 
to receive proceeds from assertion of patent. 

* Nondisetosing party may not recover 
fees/damages related to period of 
noncompliance, and court may award adverse 
party costs inairred as result of nondisclosure. 

* Court may join "interested party" upon 
showing by defendant that plaintiff interest is 
primarily a.sserting the patent in litiRation. 


• Expand current rules to 
include ultimate parent of 
owner. 

* Oppo.se multiple mandatory 
disclosures at prescribed times 
and potential limitation of 
damages. 

' Oppose requiring disclosure 
ofnon-ownership interests; 
direct financial interest, 
exclusive licensees and others 
with right to enforce patent. 

3. Stays of 

Litigation 
^ Against End 
s Users 

j 

i 

’ Requires stay as to cuMomer where 
manufacturer is party to same or other action 
on same patent. 

* Parties must consent to suy. 

• Motion must be filed within tjo days. 

' Customer must agree to be bound by 
judgment entered against manufacturer. 

’ May be tilted where manufacturer suit will 
not resolve major issue in customer suitor 
unjust to parry seeking to lifr. 

* Motion must be filed within later of 120 days or 
the date the first scheduling order is entered. 

* Customer must agree to be bound by any 
issues finally decided as to the manufacturer. 

* Ifmanubcturer seeks or consents to entry of a 
consent judgment or does not appeal a final 
decision, court may determine that decision Is 

not binding on customer. 

Support stay against customer 
while suit proceeds against i 

manufacturer. Should be ] 

carefully tailored to avoid 
unintended adverse 
consequences to innovatora, [ 

manufacturers and customers. 

■ 

i 

4. Heightened 
Pleading 

Standard for 
Patent 

Infringement 

’ Requires pleading each asserted claim, 
allegedly Infringing product or process 
including names and mode! numbers if known, 
and theory of how each accused product or 
service infringes each asserted claim except in 
ANDA sutu and where information not 
reasonably accessible. 

* Requires description of all rights to assert 
patent. 

’ Requires description of certain licensing 
commitments, e.g. through standard setting. 

’ Requires explanation of inaccessibility and 
attempts to access where information not 
disclosed. 

’ Permits court to allow filing of confidential 
information under seal. 

' Eliminates Form 16; Supreme Court may 
create new form. 


Support modifying Form 18 to 
include ideniification of at least 
one claim alleged to infringe, 
statement explaining such 
infringement, and statement 
addressing any indirect 
infringement alleged. 
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H.R. 3309, Manager’s Amendment of 11/18/2013, and IPO Positions 




5. Post Grant 
Review and 
Inter Partes 
Review 


I 6. Expanding 
1 Transitional 
I Program for 
I Covered 
I Business 
I Method Patents 


7. identification 
of Core 
Discovery and 
Discovery Fee 
Shifting 


Eliminates provision barring PGR petitioner 
from later asserting in a civil action that a 
claim is invalid on any ground that the 
petitioner ‘reasonabty could have raised" 
during PCK. 

■ Requires USPTO to change approach to claim 
construction in PGR and iPR. 


* Amends scope of prior art. 

■ Allows USPTO Director to waive fee. 

' Eliminates S-year sunset. 

‘ Limits to pre-AiA patents. 

* Codifies I^AB panel decision interpreting 

Section 18 as encompassing patents claiming 
activities incidental and complementary to 
Bnancial aaivity. _ 

■ Limits discovery prior to claim construction 
ruling to information necessary to construe 
claims or resolve motions. 

* Court may expand where resolution within 
spedBed period of time affects rights of a party 
with respect to patentfs). 




' * Only includes bold provi^ons. 


• Support eliminating provision 
barring PGR petitioner from 
iater asserting in civil or ITC 
action that a claim is invalid on 
any ground petitioner 
'reasonably could have raised" 
during PGR. 

• Support requiring USPTO to 
change approach to claim 
c onstruction in PGR and IPR. 
Oppose provision in H.R. 3309. 


! ’ Instructs Judicial Conference to develop rules: 

i identifying “core documentary evidence” (hat 

j must be produced by bath parties, requiring 

party seeking additional discovery to bear costs 
' including attorney fees, and allowing court to 

i deny request for additional discovery if 

; excessive, irrelevant, or abusive. 

{ 'Requires Judicial Conference to study efficacy 

( of rules and procedures for first four years after 

impiemencacion, authorizes modification 
following this study. 

8. Bankruptcy Bars bankruptcy trustee from terminating 

; Protection certain licenses. 


* Court shall expand discovery limits where 
resolution within specified period of time affects 
rights of a party with respect to patentfs). 

* Pennits court to allow additional discovery as 
necessary to prevent manifest injustice. 

* Instructs the Judicial Conference to develop 
the same types of rules, but gives the Judicial 
Conference more discretion in implementation. 1 


* Further authorizes the Judicial Conference to 
modify rules during the first four years after 
implemenution to prevent a manifest injustice, 
the impoution of an excessively costly 
requirement, or an unintende d result. 


1 Support provision in H.R. 3309. 


i • Adds trademarks to definition of “intellectual 
I property" in title ». 

i • With regard to trademarks, holds bankruptcy 

i trustee to any contractuol obligation to monitor 
and control the quality of a licensed product or 


9. Double Codifies doctrine of double patenting for first- 

Patenting inventor-to-file patents- 

10. Repeal of Prevents patent applicant rejected by the 

35 U.S.C. §145 USPTO from Filing suit in district c ourt. 

Note: Please send any corrections to sgamer@ipa.org. 
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ilotechnslagf 
Industry 
Organ! latlon 


November 14, 2013 


The Honorable Robert W. Goodlatte 
Chairman, House Committee on the Judiciary 
2138 Rayburn House Office Building 
United States House of Representatives 
Washington, D.C. 2015 

Dear Chairman Goodlatte: 

On behalf of the Biotechnology Industry Organization (BIO), I am writing to share our 
views about H.R. 3309; The Innovation Act of 2013 in light of upcoming Judiciary Committee 
action. H.R. 3309 was introduced with the goal of fiirthering reform of the patent system, 
particularly with respect to patent-related litigation. Some of the provisions in the legislation 
would complement the 201 1 patent reforms in beneficial ways, and should be supported. 
However, other provisions are problematic as currently drafted because, in sum, they would erect 
unreasonable barriers to access to justice for innovators, especially small start-ups that must be 
able to defend their businesses against patent infnngement in a timely and cost-effective manner, 
and without needless and numerous procedural hurdles or other obstacles. We also remain 
cautious as to whether patent-specific litigation reform is the most appropriate way to address 
some of the Committee’s identified concerns. It is our strong desire to see this bill amended and 
improved based on our concerns, and we welcome the opportunity to work with you and your 
staff to do so. 

BIO supports the provisions that protect IP licenses in bankruptcy proceedings, 
harmonize the claim interpretation standards in administrative patent litigation with those in 
district court, and clarify how the doctrine of “double patenting” applies to related patent 
applications under the new first-inventor-to-file system. BIO also appreciates the bill’s 
recognition of the already existing and specific statutory schemes that apply to certain types of 
litigation in the biopharmaceutical sector. Unfortunately, other provisions included in the bill are 
concerning in their current form. This list includes provisions that: 

o Routinely defer or suspend discovery and litigation on the merits in patent 
infringement cases, whether in whole or against certain parties; 

o Permit infiingers to add additional parties to the litigation under overly broad criteria; 
and permit parties to seek reimbursement of their litigation costs from other parties 
under a vaguely-defined and potentially very broad set of patent-related cases; 

o Require unreasonable amounts of pleading specificity and disclosure and public 
recordation of patent ownership, litigation interests, and other business or confidential 
information; 
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o Direct courts and judges how to handle patent case management in an overly- 
prescriptive and one-size-fits-all manner that would unduly interfere with the 
responsibility of judges and courts to craft case-appropriate management orders that 
reflect the complexity of the matters at issue and the respective positions of the 
parties; and 

o Single out patents on certain technologies for unfavorable treatment in open-ended 
administrative litigation, contrary to long-standing U.S. policy and international treaty 
obligations. 

Taken as a whole, the provisions bulleted above create opportunities for systematic 
delays in patent litigation by inviting piecemeal discovery and adjudication that would push back 
a determination of patent infringement liability until much later in the case, and by the inclusion 
of potentially numerous and unnecessary parties — raising the time and expense of patent 
litigation, conti'ary to the legislation’s purported goals. While many of the provisions are well- 
intentioned and aimed at addressing legitimate patent litigation concerns, the current language is 
overly-broad and would result in too many unintended and unknowable consequences for 
innovators who rely on the patent system to fund and protect their inventions. In short, we are 
concerned that, in an attempt to target abusive litigation practices by the few, the proposals 
impose unjustified burdens on too many legitimate patent owners seeking to enforce and defend 
their inventions in good faith. Accordingly, such proposals are not supportable without 
significant amendment. 

We appreciate your consideration of our comments and hope to have the opportunity to 
work with you and your staff to make improvements. 


Sincerely, 



James C. Greenwood 

President and CEO 

Biotechnology Industry Organization 


Return to Tabic of Contents 
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9«> f STREET. NW, SUITE MO WASHINSTOM DC MOOA M2 835 3400 PhRMA.C'^ 


November 13, 2013 


The Honorable Bob Goodlatte 
House Judiciary Committee 
United Stales House of Representatives 
Washington, DC 20S1S 


The Honorable John Conyers, Jr. 

House Judiciary Committee 

United States House of Representatives 

Washington, DC 20515 


Dear Chairman Goodlatte and Ranking Member Conyers: 

The Pharmaceutical Research and Manufacturers of America (PhRMA) commends the House 
Judiciary Committee for considering legislation to curb abusive patent litigation. We appreciate 
the opportunity to work with you toward this goal. 

However, many of the provisions contained in the recently introduced Innovation Act |H.R. 
3309) perhaps unintentionally undermine the ability of patent owners more broadly to enforce 
their rights by filing a patent suit and litigating It to completion. This may Impose substantial 
burdens on the ability to enforce legitimate patents effectively and efficiently. The 
unintentional result may actually hinder the value of patents and lessen incentives for 
patentable innovation across technology areas. 

We understand the concerns of the Committee and applaud their efforts regarding abusive 
litigation, but any attempts to address these issues must strike an appropriate balance with all 
patent holders and not inadvertently weaken incentives for U.S. innovation. 

The following is a list of concerns PhRMA has Identified in H.R. 3309, the Innovation Act, as 
currently drafted: 

• Increases pleading requirements in a way that raises questions about the balance 
between having information available in pleadings and providing for the prompt and 
effective access to the courts by patent owners more broadly (Section 3(a)). 

• Includes a troublesome new paragraph In the fee shifting provisions on 'covenants not 
to sue' (Section 3(b)). 

• Imposes restrictions on discovery that could serve to delay uKimate resolution of patent 
litigation and increase costs (Section 3(d)). 

• Raises serious questions regarding balance In requirements for transparency of 
ownership (Section 4). 
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The Hon. Bob Goodlatte and The Hon. John Conyers, Jr. 
November 13, 2013 
Page 2 


• includes a customer suit exception provision is not targeted narrowly and could lead to 
delayed resolution of disputes (Section 5). 

• Prescribes activities for the Judicial Conference, or the Supreme Court, that may more 
appropriately be considered areas for reflection by those bodies (Section 6). 

« Eliminates Section 145 proceedings as a procedural option for patent applicants (Section 

9(a))- 

• Modifies elements of the Transitional Covered Business Method Patent Program created 
by Section 18 of the AIA (Section 9(e)) by expanding it in time and scope. 

• Proposes an inappropriate limitation on patent term adjustment by the PTO (Section 

9(f)). 


PhRMAis committed to working with Congress on targeted reforms that curb abusive patent 
litigation. However, we are hopeful this legislation will be amended to address the above 
concerns. 


Sincerely, 





Chester (Chip) Davis, Jf., JD 
Executive Vice President 
Advocacy and Member Relations 


Return to Tabic of Contents 
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November 19, 2013 

The Honorable John Conyers 
U.S. Capitol 

Washington, D.C. 20515 
Dear Ranking Member Conyers, 

As a leading voice for tech start-ups and emerging companies, CONNECT enthusiastically 
endorses your efforts to introduce patent legislation that is critically Important to America's 
innovation ecosystem and the U.S. economy, H.R. 3349 the Innovation Protection Act. As the 
U.S. House of Representatives again considers patent reform, we encourage the House to tread 
extremely cautiously with other proposed legislation, while promptly moving forward with H.R. 
3349. The Innovation Protection Act represents the only patent reform bill which advances the 
one issue that unifies intellectual property stakeholders across the Innovation spectrum. 

CONNECT was birthed out of the University of California— San Diego over twenty-five 
years ago with the mission to propel creative Ideas and emerging technologies to the 
marketplace by training entrepreneurs and connecting them to the comprehensive resources 
they need to sustain viability and business vibrancy. Since 1985, CONNECT has assisted in the 
formation and development of over 3,000 companies and is recognized as one of the world's 
most successful regional innovation development programs. CONNECT Is the recipient of the 
2010 "Innovation in Regional Innovation Clusters" award presented by the U.S. Department of 
Commerce. 

With our extensive history helping startups grow and succeed, we understand the 
importance of robust and strong patents. Because San Diego has a diverse and mature 
Innovation ecosystem, we also recognize that Intellectual property serves the innovation 
ecosystem in multiple ways allowing different sectors, business models, and investors to 
succeed. Policymakers In Washington should be extremely cautious In advancing patent reform 
proposals that do not have broad consensus among patent stakeholders or which favors a 
certain sector of the innovation ecosystem over other sectors. The one proposal the broad IP 
community agrees with Is the idea to fully fund the U.S. Patent and Trademark Office. Not only 
would full USPTO funding improve patent quality, but It would also give the USPTO the 
resources it needs to properly implement the recently enacted AIA, which could help solve 
some of the problems other legislation is trying to address. Since the AIA did not end fee 
diversion as promised, H.R, 3349 provides a bipartisan opportunity to rectify the problem. 

Again, we applaud you and your bipartisan cosponsors for introducing the bill and stand 
ready to assist you in any way necessary. 

Best regards, 

Timothy TardiboM 


Timothy Tardibono, M.A., J.D. 
Vice President of Public Policy 
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The Honorable Robert Goodlatte 
Committee on the Judiciary 
2138 Raybum House OfTfce Building 
Washington, D.C. 20515 

Dear Chairman Goodlatte: 

As an advocate for a strong, self-governing America with liberty, family, virtue, and private enterprise as her 
pillars, Eagle Forum must express profound concerns about H.R. 3309, the Innovation Act In short, this 
legislation would weaken American patents, patent rights, and the ability of innovabrs — particularly independent 
inventors — to secure their constitutionally guaranteed private property right in their discoveries. 

H.R. 3309 would further diminish our patent system. This and similar proposals are presented as “litigation 
reform." Taken as a whole, however, the provisions of H.R. 3309, including judicial stays, fee-shifting, disclosures 
for real parties in interest, and the postgrant review estoppel standard, all make It easier for infringers to game the 
system and tie up small inventors in multiple patent challenges that effectively devalue their patents. The bill 
would deprive the backbone of the "promotjlon] of science and useful arts" of their “exclusive right" to their 
intellectual property. The bill further tilts the playing field in favor of big business and patent infringers against the 
little guy. It would diminish property rights and access to the courts, and weaken U.S. patents. 

H.R. 3309 expands the postgrant review pilot program for covered business method patents. This would 
merely give patent infringers another venue for forcing patent holders to mount costly defenses of their patents. It 
would threaten patents on software in the high-tech tools used throughout our economy. This provision carries 
serious economic consequences. Whereas we suffer from a $39 billion trade deficit, we actually enjoy a trade 
surplus on licensing and fees. 

Eagle Forum sympathizes with small businesses that receive demand letters and is open to addressing this 
predatory nuisance in a narrow, targeted fashion. However. H.R. 3309 goes far beyond addressing the 
grievances of such small business end users. 

Anally, Eagle Forum Is concerned about the bill's dictating ^ecific case-management rules changes to the 
judiciary. While we certainly oppose judicial activism that amounts to usurpation of legislative powers, we likewise take 
issue with legislative intrusion into the inner workings of the judicial branch. This abridges the separation ofpowers. 

We urge a deliberative approach be taken on patent issues. Eagle Forum suggests holding more hearings 
where independent inventors, venture capitalists, R&D shops, small manufacturers, thoughtful judges such as 
Paul Michel and Kathleen O'Malley, nonpracticing entities that play a vital role in technology transfer such as 
universities, and victims of foreign IP theft be given a fair and full hearing. Eagle Forum welcomes the opportunity 
to work with you toward that end. Unfortunately, we must oppose H.R. 3309 in its current form. 


Sincerely, 



cc: The Honorable John Conyers, Ranking Member 
Members of the Judiciary Committee 


Rctuni to Table of Contents 
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November 19, 2013 


The Honorable Patrick J. Leahy 
Chairman, Committee on the Judiciary 
United States Senate 
224 Dirksen Senate Office Building 
Washington, DC 20510 

The Honorable Bob Goodlatte 
Chairman, Committee on the Judiciary 
U.S. House of Representatives 
2138 Rayburn House Office Building 
Washington, DC 20515 

The Honorable Chuck Grassley 

Ranking Member, Committee on the Judiciary 

United States Senate 

224 Dirksen Senate Office Building 

Washington, DC 20510 

The Honorable John Conyers, Jr. 

Ranking Member, Committee on the Judiciary 
U.S. House of Representatives 
2138 Rayburn House Office Building 
Washington, DC 20515 

Dear Messrs. Chairmen and Ranking Members; 

We write as inventors whose discoveries to date have added hundreds of billions of dollars in 
value to the U.S. economy and improved the quality of lives of billions of consumers worldwide. 

We support many of the laudable goals sought by recent legislative proposals to amend the U.S. 
patent system, particularly the goal of curbing the mass distribution of bad-faith demand letters. 
We also believe the passage and implementation of the America Invents Act (AIA) of 2011 has 
benefitted the U.S. innovation economy, in large part because the concerns of all stakeholders 
were carefully weighed during a six-year legislative process, and those concerns were properly 
balanced in the final bill that was signed into law. Along with many other key stakeholders, 
however, we must note that the process now underway is strikingly different in terms of the 
unprecedented haste with which it is being pursued and the lack of breadth and depth of key 
stakeholder feedback to evaluate the scope of the harm that will be caused by some of the 
proposed legislative provisions. 

Notably, the concerns of key inventor stakeholders like us - principally small companies that 
create the fundamental inventions that drive our innovation economy - have not yet been 
evaluated in depth. Historically, the vast majority of legitimate patent holders have honorably 
sought the fruits of their labor through patent rights promoted by the Constitution and secured 
by Congress, by licensing when possible and litigating when necessary. Our nation and, indeed, 
our planet have benefitted enormously as a result of the identification and disclosure of these 
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discoveries through the U.S. patent system. Legitimate Inventors and patent holders should not 
be confused with, or punished as a result of, a small minority of bad actors who create shell 
entities that send mass demand letters for the purpose of seeking money under the threat of 
unjustifiable litigation. 

We have grave concerns about several newly-proposed changes to our patent laws that go far 
beyond closing loopholes used by shakedown artists whose demand letters and nuisance 
lawsuits can impose unjustifiable costs on smalt businesses. In our view, Congressional precision 
and elegance are needed lest hasty, overbroad legislation cripple the virtuous cycle of invention, 
disclosure, licensing, and commercialization that has made the U.S. patent system and 
technology economy the envy of the world. 

As we explain in more detail In the attachment to this letter, many features of the proposed 
legislation would unfairly create new advantages for larger, market-dominant incumbent 
companies while burdening the new start-ups whose technological creativity is often viewed as 
a threat to disrupt that dominance. Several provisions in the proposed legislation would take 
patent rights away from the small U.S. companies that create our Country's new inventions, and 
these same provisions would make it easier for dominant companies to utilize and exploit those 
inventions without paying a fair price. The most egregious provisions Include: 

• Indiscriminate Imposition of stays of litigation for an overbroad class of "covered 
customers"; 

• mandatory shifting of fees to nonprevailing parties; 

• requiring overbroad disclosures when a complaint is filed; 

• bypassing the Rules Enabling Act to directly amend federal civil procedure; and 

• weakening the balanced post grant review estoppel provision of the AiA. 

Importantly, supporting and encouraging the next generation of disruptive technologies is not 
only a question of fairness, but also of promoting long term economic growth. As the Kauffman 
Foundation has amply demonstrated, new start-ups are the sole source of net new job creation 
in the United States. If Congress Is to act, it should take the side of the inventors and patentees, 
not the side of giant incumbent companies that have already captured a dominant place in the 
market. 

If Congress passes legislation that hampers the ability of start-ups and independent Inventors to 
protect their innovations meaningfully, it will become prohibitive for many inventors (ike us to 
justify and sustain the tremendous economic and financial risks that inventors and their 
investors take to create the disruptive new technologies, products, and start-up companies that 
enable new global markets that will drive tomorrow's U.S. competitiveness and fuel U.S. job 
growth. We strongly urge you to pause and analyze the damage about to be done, and consider 
simpler, more effective, and more focused solutions to the problems of mass patent license 
demand letters and shakedown patent lawsuits. 

Please reach out to get feedback from the successful and responsible independent inventors 
and entrepreneurs who have created the technologies that have proven to be so important for 
our nation. Strong patent protections are vital to these men and women so that they can raise 
the capital required to develop and commercialize their inventions. 
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Louis i. Foreman 
Chief Executive Officer, Enventys 
Chief FKecutive Officer. Edtson 
Charlotte. NC 



Gary K. Michelson., M D. 

Independent Inventor 

Founder, Michehon Medical Research Foundation 
Founder, 20 Miliion Minds 
Inductee, National Inventors Hall of Fame 
Los Angeles, CA 



Gregory G. Raleigh, Ph.O 
Chief Executive Officer and Chairman, ftsOn 
Member of the Board. Heachvater Partners 
Redwood Shores, CA 
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CONFIDENTIAL DRAFT 


VIA E-MAIL 

MEMORANDUM 


To 

National Bankruptcy Conference Executive Committee 

CC 

Sally Schultz Neely 


Alan N. Resnick 

From 

International Aspects Committee - 

Re 

Proposed Amendment to Section 1S20 


Section 6(d) of Innovation Act, HJL 3309 

Data 

November 12, 2013 


The Innovation Act, which Is primarily focused on patent litigation reforni, contains an 
amendment to section 1520 of chapter IS of the Bankruptcy Code that we believe is 
inappropriate and that we recommend the Conference strongly oppose in its present form. The 
proposed amendment appears in SEC, 6. PROCEDURES AND PRACTICES TO 
IMPLEMENT AND RECOMMENDATIONS TO THE JODICUL CONFERENCE and 
provides as follows: 


(d) PROTECTION OF INTELLECTUAL-PROPERTY LICENSES IN 
BANKRUPTCY.— 

(1) IN GENERAL.— Section 1520(a) of tide 1 1, 

United States Code, is amended — 

(A) in paragraph (3), by striking and” 
and inserting a semicolon; 

(B) in paragr^h (4), by striking the period at the end and inserting and”; and 

(C) by inserting at foe end the following 
new paragraph; 

‘(5) section 36S(n) applies to intellectual property of which the debtor is a 
licensor or which foe debtor has transferred.* 

(2) EFFECTIVE DATE. — ^The amendments made by this subsection shall take 
effect on foe date of the enactment of this Act and shall ^ply to any action for 
which a complaint is pending on, or filed on or after, such date of enactment. 
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Chapter IS of the Bankruptcy Code, included in the 2005 amendments to the Code with 
large bipartisan majorities, is designed to achieve worldwide cooperation in the liquidation or 
reorganization of a multinational company in order to preserve value for creditors and other 
stakeholders, e^ecially employees. Its fundamental structure is ‘hmiveisalisf in that it requires 
that each country recognize a foreign main proceeding in the debtor's home country as the leader 
in the worldwide effort and that it cooperate with that jurisdiction to achieve the best results for 
all concerned. Among other advantages, this approach permits the sale of whole divisions with 
assets and operations in several nations as a single piece, which almost always will yidd a higher 
price. It is also essential to reorganization of a global business. 

ChaptQ' IS incorporated the UNCITRAL Model Law on Cross-Border Insolvency “ho 
encourage cooperation between the United Stales and foreign countries with respect to 
transnational insolvency cases."' While the Model Law required modifications to fit into the 
existingjudicial and legislative scheme, chapter IS followed the exhortation of UNCITRAL: 
“Therefore, in order to achieve a satisfactory degree of harmonization and certainty, it is 
recommended that States [countries] make as few changes as possible In incorporating the model 
law into their legal systems.”^ The proposed amendment to section 1 520 violates the purpose of 
chapter 1 S to further intemational cooperation and, to that end, the guidance of UNCITRAL to 
minimize modifications to the Model Law. 


Adding a provision to chapter 1 S that deals with a special situation violates the principle 


Les the Model Law a valuable mechanism for greater legal cotaiaty for 


‘H.R.Rep.No. 109-31, pt. 1, 109th Cong., 1st Sea. 105 (2005) ("House ReporT or HJt Hop.”). 


’ VNCmtAL Mode! Law on Cna~Border Insotveney wWi Guide to Enaetmeni adopted on May 30, 1997 (the 
"Model Law, ” the "Guide. "J, The Guide repeats tbfs Bdmonltfon In f 50: “In eDBCting the Model Law, It is 
advisable to adhere as tnuch as possible to the unlfonn text in order to tnake the national law as transparent as 
possible for foreign uaers of the national law (see also paragiaphs 1 1-12 and 21 above)." 
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trade and Investment This is true even if one believes that, as a matter of public policy, the 
special situation should always be decided flying U.S. law. By such a unilater^, non-uniform 
amendment, the United States invites other countries to modify their versions of the Model Law 
in ways that may be detrimental to United States parties in foreign proceedings. The situation 
addressed by the proposed amendment is already before the courts and the tools to address the 
situation are already within chapter IS. The courts can deal with the issue aj^ropriately and 
predictably without opening the door to other countries to reciprocate with their own deviations 
from the Model Law. 

Section 1 520, Effects of recognition of a foreign main proceedings provides automatic 
relief on recognition of a foreign main proceeding.^ It implements Article 20 of the Mcufel Law 
by incorporadng sections of Oie Bankruptcy Code that are consistent with the purpose of Article 
20/ Both Aiticie 20 and section 1 520 operate automatically upon recognition of a foreign main 
proceeding and impose “ejects'* that “are necessary to allow st^ to be taken to organize an 
orderly and fair cross-border insolvency proceeding...." ^ The fundamental effects necessary for 
an orderly and fair cross-border insolvency are (a) a stay of actions against or concerning the 
debtor or its assets, rights, obligations or liabilities, Including a stay of execution against the 


’ Secdoa 1520 provides, in perHneot pvt, os follows: 

(B)Upon recognition of a foreign proceeding that is a foreign main proceeding — 

(1) sections 36 1 and 362 apply wiA respect to the debtor and the pr ope rty of the debtor that U within the territorial 
jurisdiction of the United States; 

(2) sections 363, 549. and 552 apply to a transfer of an interest of the debtor in pr^rty thiU is within the territoriel 
Jurisdiction offee United States to fee same extent feat the sections vrould iq>piy fo property of an estate; 

(3) uoless fee court orders otherwise, fee foreign representative may operate fee ddxor's busiDess and may exercise 
fee rights and powers of a trustee uider and to the extent provided by sections 363 and 552; and 

(4) section 552 applies to properly of the debtv feat is wifeio fee ter^crial JuriidlctioD of fee United Stales. 

*H.R.Rep. 114-115 (2005). 

* Guide at f 143. Refirtence to the Model Law and the Guide for nXerprotation of chapter 15 are en^iraged by 
section 1508. See, also, H.R. Rep. 109-110. 
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debtor’s assets end (b) a stay of the debtor's transfer, encumbrance or disposition of assets.^ 
Section 1 S20 imposes the stay by incorporating the automatic stay of section 362 (but iinuted to 
the debtor and its assets within the territorial jurisdiction of the United States) and the transfer 
restrictions of sections 549, 363 and 552.’ 

The Innovation Act would introduce into section 1520 a section of the 
Bankruptcy Code, section 365(n), that has nothing to do with allowing “steps to 
be taken to organize an orderly and fair cross-border insolvency proceeding’’. 

This would be a blow to the goals of uniformity and harmonization embodied in 
the Model law and chapter 1 S. Instead of a provision that affects all parties with 
an interest in a foreign proceeding, that efiectively preserves the status quo and 
(potentially) going concern value and that does not intrude on the foreign 
proceeding, section 36S(n) is not concerned with preservation of the status quo 
and affects the rights of a subset of licensees of intellectual property in the event 
that their license agreement is rejected or otherwise subjected to nonperformance 
in a foreign main bankruptcy case of a debtor who is their licensor. It efiecdvely 
imposes U.S. law on the foreign proceeding whether or not U.S. law should apply 
to a particular license. If the legislation is adopted, it should, at the very least, be 
limited to licenses that are within the territotial jurisdiction of the United States.' 

Automatically applying this section upon recognition of a foreign main 
proceeding would ignore the territorial limits of chapter IS to property within the 

^ Model Law § 20(l)(a). 

’ H.R. Rep. 114-115. 

' Section 1S102(S) provides that “within the tenrltorial Jurisdiction of the United Stales", when used with reference 
to property of a d^tor, refers to tangible property loeated within the territory of the United Slates and intangible 
property deerned under applicable nonbaiiknipEOy law to be located within that territory, inciuding any properly 
subject to attachment or gamishrnent that may properly be seized or garnished by an action In a Federal or Slate 
court in the United Stales." 
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territorial jurisdiction of the United States* since b’cense grants by the foreign 
debtor may not be governed by U.S. law or may not even involve U.S. intellectual 
property. There should be a choice of law analysis performed before section 
365(n) is applied in a chapter 1 5 case.^ Section 355(n) could be applied in an 
appropriate situation on an approiniate showing under section lS22(a) and (b)).‘*^ 

Applying it automatically* without considering whethn^ U.S. law should apply to 
(he license in question and without the safeguards of sections 1521 and 1522 
would be detrimental to the goals of the Model Law and chapter 1 5.'^ ^ Rather than 
fflihancing a cross*border Insolvency proceeding* automatic plication of section 
365(n) would likely d^er foreign r^resentatives from seeking recognition to 
obtain necessary assistance for the foreign proceeding if a condition to 
recognition were entanglement in the possible briar patch of licensee rights under 
U.S. bankruptcy law. 

The genesis of section 6(d) of the Innovation Act is likely the case of In re 
Oimonda AG. 462 B.R. 165 (Bankr.E.D.Va. 2011) vAiich considered* on 
remand* the request of the foreign representative of a German liquidation 
proceeding* recognized as a foreign main proceeding* to modify a prior order that 
applied § 365 (and a laundry list of other sections of the Bankruptcy Code) in the 
chapter 1 5 case. On the petition of the administrator appointed in Qimonda's 

’ In ra MoKwell Comm. Corp. pie 93 r.3d 1036 (2d Cir. 1996) (dealing with choice of law in an avoidance action 
brought in connection witii a proceeding under former seetfon 304, the predeceasor to chapter 1 5). 

Section 1522(8)and(b)fMi>vide: ‘*(B)Thecourtmaygrantren^undersection ISI9orI52I,CT’iiuyinpdUyw 
terminate relief un^ sub$^on (c), only if the mteresu of the creditors end other Interested entities* including the 
debtor* are sufficiently protected. (b)ThecouiT may subject reitefgranted under section I5I9orlS2I,orthe 
operation of the debtor's business under section 1 320(a)C3)* to conditions it considets appropriate, includii^ die 
giving of security or (he filing of a bond." 

‘‘Reiiefunder^ 1521 must be*^ece3SBry to effectuate the pucp<»eof(his chapter and to inotect the assets efthe 
debtor or the intoesQ of the creditors../' 
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German main proceeding, the bankruptcy court entered an order recognizing the 
foreign main proceeding and, on the same date, entered a Supplemental Order 
under section 1521 that applied several sections of the Bankruptcy Code, 
including section 365 to the chapter 15 case. Upon realizing that section 365(n) 
interfered with his rights under the German insolvency code to “elect non- 
performance" of contracts, the administrator sought modification of the 
Supplemental Order. Licensees of U.S. patents, who would lose the protection of 
§ 36S(n) if § 365 rx) longer applied, objected. The Bankruptcy Court, on remand 
from the district court, found that there was a fimdamentai U.S. policy favoring 
innovation and that eUminating § 365(n) protection would be manifestly contrary 
to that policy. The court also ruled that the requested relief should be denied on 
the alternative section 1522 ground that the interests of the licensees would not be 
“suSicientiy protected” if the requested relief were granted. The Qlmonda 
decision was certified for direct appeal to the Fourth Circuit.'* The Fourth Circuit 
heard argument on September 17,2013 but has not ruled.'* 

Rather than passing legislation that would pre-empt the ruling of the 
Fourth Circuit and conflict with the purpose of the Model Law and chapter 1 5, 
Congress should reject this amendment As noted, relief is already available to 
licensees in appropriate circumstances under section 1522 if a foreign 
representative seeks to deprive them of their tights under U.S. law. Applying 
section 365(n) to all foreign main proceedings would implicate licenses that ate 
not within the territorial jurisdiction of the United States and would be 
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inconsistent with the ancillaiy nature of a chapter IS case, to provide assistance to 
the main case in another country where the debtor has the center of its main 
interests. 

If the debtor's property is sliced into national bits, the cooperative 
approach of chapter iS and the Model Law is seriously handicapped. The 
proposed amendment does just that as to inteilectual property. IP is itself subject 
to a worldwide system of recognition and enforcement, which will be shattered 
for companies emer^ng &om reorganization, creating a host of difScult questions 
and serions uncertainty about these crucial property rights. The United States 
makes a serious error by going it alone and by failing to let the courts develop the 
key issues under the existing statute. In short, those pushing this amendment 
might regret getting what they wished for. 
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December 16, 2013 


The Honorable Patrick J. Leahy 
Chairman, Committee on the Judiciary 
United States Senate 
224 Dirksen Senate Office Building 
Washington, DC 20510 

The Honorable Chuck Grassley 

Ranking Member, Committee on the Judiciary 

United States Senate 

224 Dirksen Senate Office Building 

Washington, DC 20510 

Re: S. 1720 (the "Patent Transparency and Improvement Act of 2013") and 
S. 1013 (the "Patent Abuse Reduction Act of 2013") 

Dear Mr. Chairman and Ranking Member: 

We write as inventors whose discoveries to date have added hundreds of billions of dollars in value to the U.S. 
economy and improved the quality of lives of billions of consumers around the world. Now that the House of 
Representatives has passed H.R, 3309 it is more important than ever that the Senate take pause to hear from 
inventors - the true creators of new jobs and game-changing technologies that have allowed this country to 
remain preeminent throughout the world in this era of the innovation economy. 

In particular, we respectfully ask for the Senate Judiciary Committee to not rush to judgment but to instead 
collect the best information available before acting, by conducting a hearing with testimony from inventors. 
startups, and universities who create the fundamental technology innovations that drive our economic growth 
and job erowth. Doing so will provide the information needed to surgically curb the harms done by a handful 
of abusers without collateraiiv bludgeoning the people who are the very foundation of our innovation 
economy. 

We support many elements of the current legislative proposals and continue to believe a bill that targets 
abusive behavior in patent litigation is achievable and necessary. But we are alarmed by (i) the unprecedented 
haste with which the current patent legislation is moving forward, (ii) the scant attention being paid to the 
views of the independent inventors whose creativity is the source of technological progress and whose 
livelihood will be directly impacted by that legislation, and (iii) the aggressive promotion of overbroad 
proposals that will not curb the patent litigation abuse suffered by retailers or "mom and pop" small 
businesses. 

The currently proposed legislation would do little to solve the real problems caused by bad actors in the patent 
system, instead, its chief impact would be to significantly weaken the ability of legitimate inventors to enforce 
valid patents, which means these inventors would be powerless to stop large corporations from stealing their 
ideas. The legislation would deny inventors and other non-deep-pocketed entities such as startups and 
universities the fair, timely and affordable access to our court system needed to protect their patent rights. 

This will in turn make it exceedingly difficult for inventors to raise capital. As a result, many of the next 
generation of inventions will never be created, let alone disclosed to the public in patent applications, because 
their development wilt never get funded. 
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Why are inventors' concerns being ignored? Our Constitution gave Congress the power to promote the 
progress of science and useful arts by securing for "inventors " the exclusive right to their discoveries for 
limited times. In that light, we were dismayed that not a single inventor was invited to testify before the 
House Judiciary Committee during the rush to pass H.R. 3309. Instead, the debate has been dominated by the 
voices of secondary actors, the voices of huge corporations that have amassed vast numbers of patents 
assigned to them by inventors. 

Inventors are humans, corporations are not. Inventors create, corporations proliferate goods and services. 
Both are needed in our innovation-driven economy, but one should not drown out the other. We respectfully 
ask that our human voices and concerns be fully heard and weighed in a second hearing conducted by the 
Committee, before key elements of patent law be changed that would do great harm to the foundations of our 
innovation economy. 

Please see the attached for our recommendations on specific issues. 

Sincerely, 

Louis J. Foreman 
Chief Executive Officer, Enventys 
Chief Executive Officer, Edison Nation 
Charlotte, NC 
http://louisforeman.com/ 





Dr. Gary K. Michelson, M.D. 

Independent Inventor 

Founder, Michelson Medical Research Foundation 
Founder, 20 Million Minds 
Los Angeles, CA 

http://en.wikipedia.ore/wiki/Garv K. Michelson 


Dr. Gregory G. Raleigh, Ph.D. 

Chief Executive Officer and Chairman, ItsOn 
Member of the Board, Headwater Partners 
Redwood Shores, CA 

http://en.wikipedia.org/wiki/Greeorv Raleigh 
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RECOMMENDATIONS ON PATENT ABUSE LEGISLATION 

From Louis J. Foreman, Dr. Gary K. Michelson, M.D. and Dr. Gregory G. Raleigh Ph.D. 

For convenience, these recommendations address provisions found in three bills: 

• the innovation Act (H.R. 3309) (Goodlatte) 

• the Patent Abuse Reduction Act of 2013 (5.1013) (Cornyn), and 

• the Patent Transparency and Improvement Act of 2013 (S. 1720) (Leahy) 

Our guiding principle in these recommendations is that changes to the U.5. civil litigation system should be 
undertaken only with great caution, when (i) there is a demonstrated need for change and (ii) there are no less 
Draconian solutions available. 

1. Mandatory Stays of Litigation (H.R, 3309 & S. 172QK These proposed provisions mandate that courts 
impose a stay of judicial proceedings against a "covered customer" when an upstream manufacturer or 
subcomponent supplier is a party to the lawsuit or a separate lawsuit relating to the accused product or 
process. 

There is no evidence that our nation needs Congressionally-mandated stays in patent litigation. Every federal 
court is already fully empowered to grant stays in the interests of justice, and no data exists to show that 
courts have inappropriately failed to grant stays in the classic customer/manufacturer circumstances that 
stakeholders now cite as the basic rationale for the new law. 

The stay proposals as written would harm inventors by immunizing certain deep-pocketed infringers. The 
glaring shortcomings of the proposed mandatory stay provisions were recently pointed out by no less of an 
authority than David Kappos, the celebrated former Under Secretary of Commerce for Intellectual Property 
and Director of the USPTO. Mr, Kappos recently testified that, among its multiple other flaws, the litigation 
stay provisions of H,R. 3309 would immunize from infringement liability^ parties (not merely individual end 
users and retailers), as long as they are located somewhere in a product channel downstream of the first 
component part maker. Such an unprecedented and broad grant of infringement immunity would include 
"large commercial actors such as manufacturers combining procured components into value-added completed 
devices, as well as assemblers," and might also "leave an American innovator with no infringer at all to pursue 
where infringing manufacturers are located outside the reach of the US courts, such as overseas, or lack 
adequate assets to answer for infringement " 

Does Congress truly intend to grant such wholesale immunity from infringement liability for the astonishing, 
previously unheard-of reason of where an accused infringer happens to be located amid its supply chain - a 
vagary that can be altered or otherwise manipulated overnight? Doing so would eviscerate a foundational 
principle that has served our patent system well throughout its entire history: infringement is based on the 
unlicensed use of patented technology, not on the identity, or supplier arrangements, of an accused infringer. 

In our view, there are far simpler and more balanced ways of protecting against the abuse of innocent 
bystanders. 

RECOMMENDATION: Congress should identify and adopt narrowly tailored solutions that would immediately 
de-leverage shakedown artists without eliminating any key foundation of the U.S. patent system. For example 

• Congress could simply restore a minimum "amount In controversy" requirement to patent lawsuits at 
an appropriate dollar amount, ensuring that truly de minimis nuisance litigation would be excluded 
from the courts. 
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• Congress couid establish a small claims patent court, after deliberating on the public comments 
received by the USPTO on the subject earlier this year, as recommended by the ABA iP section and the 
AlPLA. 

• Congress could also require those who send patent demand letters to "Mirandize" their demands by 
identifying where the recipient can receive assistance before responding to the letter, whether that 
assistance comes from within the USPTO or from industry groups organized to combat abusive patent 
holder behavior. 

• Congress could limit "covered customer" to small businesses and retailers who sell unaltered goods. 

In short. Congress should fully explore a range of narrowly focused solutions so that the unintended 
consequences of a new law do not harm inventors and legitimate patent licensing activity. 

2. Fee Shifting (H.R. 3309 & S. 1013). The proposed changes that encourage fee shifting will create a new 
source of leverage for giant companies accused of infringement, to the detriment of inventors and their 
agents. 

Section 285 of the current Patent Act already provides a balanced approach to fee shifting when a case lacks 
merit. Because it provides that courts "in exceptional cases may award reasonable attorney fees to the 
prevailing party," the current Patent Act is consistent with the longstanding "American Rule" that each party 
should bear its own costs in litigation. The proposed legislation would reverse the American Rule in patent 
cases, making the imposition of fees mandatory, unless the position of the non-prevailing party or parties was 
"substantially justified" in H.R. 3309, or "objectively reasonable and substantially justified" in S. 1013. 

These "loser pays" provisions would deter inventors from exercising their Congressionally granted right to 
assert valid patents in meritorious lawsuits, and are foreign to well established American judicial practices. 
According to one of the nation's most distinguished civil procedure scholars, Professor Arthur R. Miller, who 
has served as a member and Reporter for the Advisory Committee of Civil Rules of the Judicial Conference of 
the United States, the American Rule 

reflects the Founders' rejection of the British 'loser pays' system. The Founders rejected the 
British system in large part to allow all citizens access to courts, in which disputes would be 
resolved on the merits. Over the years, when Congress has granted exceptions to the American 
Rule, it has generally been for the purpose of encouraaina litigation by creating 'private 
attarneys general' to conduct litigation to enforce public policies that might otherwise be too 
risky to pursue. The Equal Access to Justice Act is a prime example. 

The proposed amendments of Section 285 is quite unlike the Equal Access to Justice Act, where fees can be 
granted only when the party of limited net worth has prevailed against one specific party - the United States 
of America, In contrast to the EAJA, the proposed loser pays provisions are designed to actively 
discourage inventors from pursuing litigation to enforce their Congressionally bestowed rights by massively 
increasing the financial risk inventors bear when forced to seek relief in court, which, in turn, gives large 
company defendants extra leverage over legitimate inventors when negotiating license agreements. 

Moreover, the U.S. Supreme Court is reviewing the issue of fee shifting in two cases on certiorari from the 
Federal Circuit, it would be unwise for Congress to act before the Court has resolved those cases. 

RECOMMENDATION; Congress should not amend Section 285 of the Patent Act in ways that create greater 
risks for inventors and patent holders, and in any event should not act on the issue until the Supreme Court 
has resolved the relevant cases now under review. The current law allows courts to award reasonable 
attorneys fees to prevailing parties in "exceptional cases," which enables courts to discourage meritless 
shakedown patent lawsuits that follow irresponsible mass demand letters. 
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3. Transparency of Ownership (H.R. 3309, $. 1013 & S. 1720). We support and encourage the disclosure of 
the ultimate owner of any patent offered in licensing discussions or asserted in litigation. As currently drafted, 
however, the proposed provisions would require far more and as such are overbroad, unnecessarily 
burdensome, and impractical. 

H.R. 3309 requires patent plaintiffs to disclose In the complaint, and continually update 

« highly confidential business information such as the identity of anyone with a right to sublicense or 
enforce the patents at issue; and 

« difficult-to-coilect information including the identity of anyone who has a financial interest in the 
plaintiff. 

S. 1013 requires patent plaintiffs to disclose in the complaint 

• highly confidential business information such as whether the patent at issue is subject to any license 
term or commitments through any entity, the identity of anyone with a financial interest in the 
outcome of the action along with a description of the agreement or other legal basis for such financial 
interest, 

S. 1720 H.R. 3309 requires patent plaintiffs to disclose to the Court and to adverse parties any 

• difficult-to-collect information including the identity of anyone with a financial interest "of any kind" 
and "any other kind of interest that could be substantially affected by the outcome of the proceeding." 

Today, to the extent any such information is relevant to the issues in the lawsuit, it is typically disclosed under 
seal in discovery. In other instances, the information would be irrelevant, unknown to the plaintiff, or would 
call fora legal conclusion that may well be determined only after the litigation has progressed. 

In short, the proposals have laudable goal of preventing shell games but are drafted in such an overbroad 
manner that they would inevitably increase the number of issues in dispute between parties, muitipiying court 
proceedings and costs rather than reducing them. 

RECOMMENDATION: Congress should require disclosure of the ultimate owner of any patent offered for 
licensing or asserted in litigation but should allow courts to tailor, on a case-by-case basis, the degree and 
manner of the disclosure of additional information concerning persons with financial interests related to the 
patent. 

4. Heightened Pleading Standards fH.R. 3309 & S. 1013). These provisions would deter legitimate inventors 
from asserting valid patents in meritorious cases by requiring that plaintiffs provide at the inception of a 
lawsuit overly detailed claim charts as well as technical information that is accessible only to the accused 
infringer. Theses provisions would allow accused defenders to obtain early dismissal of meritorious cases 
simply by refusing to provide the information needed to plead the case. 

RECOMMENDATION: Congress should refrain from altering the present notice pleading requirements of the 
Federal Rules of Civil Procedure, and refrain from eliminating Form 18, the standard form to make initial 
pleadings in patent cases. 

5. Mandated Document Discovery Restrictions and Burden Shifting (H.R. 3309 & S. 1013). 

Both H.R. 3309 and S. 1013 mandate significant limitations on discovery prior to claim construction rulings, 
stripping courts of the discretion to manage their own dockets by organizing and scheduling discovery on a 
case-by-case basis. One size does not fit all patent lawsuits, nor does one discovery schedule. Moreover, a key 
element of the architecture of our Federal Rules of Civil Procedure is a self-executing discovery regime 
featuring "equal access to all relevant data," which allows each party to best assist the court in the resolution 
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of a case. The proposed provisions contradict that key element and wouid prejudice plaintiffs by freezing in 
place an asymmetric access to data - defendants alone would have access to the technical data needed to 
prove plaintiff's case. As Professor Miller has testified 

Discovery is often the key that opens the door to information critical to the remediotion of 
violations of important constitutional, statutory, and common law principles as well os 
providing compensation for injuries sustained by citizens because of those violations. 

Effective discovery is the lifeblood for proving one's case. Without it, even meritorious 
cases may foil or not even be instituted. 

RECOMMENDATION: Congress should not mandate one particular schedule for discovery but should defer to 
courts in the management of their own dockets and discovery schedules. 

6. "Reasonably Could Have Raised” Estoppel IH.R. 3309 & S. 1720). This is simple -when it becomes 
necessary for an inventor to protect his or her inventions by asserting patents, it is unfair for defendants to 
have multiple bites at the same apple, imposing extra years of delay and millions of dollars of additional 
expense in multi-phased attacks on the validity of those patents. Inventors simply cannot afford the extra cost 
and delay serial attacks on validity cause them. 

The notion that "reasonably could have raised" estoppel resulted from a scrivener's error is an urban myth, in 
the extensive debates leading up to the enactment of the America Invents Act, Congress sought, heard, and 
credited testimony about how "patent assassin" attorneys use multiple reexamination procedures to generate 
legal traffic jams that tie up issued patents in lengthy and expensive proceedings, degrading the patent 
owners' ability to obtain royalties or complete litigation. An important principle emerged: new administrative 
review procedures for invalidating an already-granted patent are Justifiable only if they truly provide a cheaper 
and faster alternative to - not a serial, second-bite-at-the-apple supplement to - litigation. 

This "true alternative to litigation" principle ied to the addition of "reasonably could have raised" estoppel 
language to the House version of two new proposed procedures for challenging a patent after issuance, post- 
grant review (PGR) and inter partes review (IPR). After the Senate adopted the House bill, that language 
became the law. The AiA barred those who petitioned the USPTO to invalidate a patent via PGR or IPR from 
asserting that a patent claim is invalid in a district court or ITC proceeding on any ground that the petitioner 
raised or reasonably could have raised during the PGR or IPR. Thus, petitioners who elected to pursue PGR or 
tPR relief could not "sandbag" government authorities by presenting some grounds for invalidity to the PTO 
but hiding other arguments until the dispute reached a court or the ITC. 

In short, the strong estoppel provisions of the AIA were no mistake - they resulted from compromise reached 
during a hard-fought legislative process and should not be lightly set aside. As Robert L. Stoll, who served as 
Commissioner for Patents at the USPTO from 2009 to 2012, wrote: 

Reosonably-could-have-raised estoppel, as enacted in the AIA, represents a compromise 
position between two competing proposals: on expansive estoppel applying to oil issues that a 
petitioner could possibly have raised, and a narrow estoppel applying only to issues actually 
raised. 

Proposals to delete "reasonably could have raised" would undo that compromise and give accused infringers 
extra opportunities to serially raise patent validity challenges in multiple venues, unfairly disadvantaging 
inventors by increasing the complexity and costs of defending and enforcing patents. 
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Already, these "true alternative to litigation" proceedings have been used extensively to challenge patents. As 
the former general counsel of the USPTO recently noted, even though AlA has been in effect a short period of 
time, the number of post-issuance challenges under its new proceedings has greatly exceeded expectations; 

Today, the Patent Trial and Appeal Board already is faced with a much greater workload than 
originally forecast by the USPTO. In fact, the filings in the first year of the program were 
almost 50 percent greater than predicted. The USPTO now has the third largest patent docket 
in the country .... 

Accordingly, there appears to be no legitimate need to weaken estoppel, which would thereby multiply the 
number and mechanisms of post-issuance challenges. 

RECOMMENDATION: Congress should not amend the AlA's estoppel provisions. Though still in their infancy 
as a governmental means for resolving disputes, the post-issuance proceedings as set forth in the AlA have 
been used extensively to date to reduce litigation costs, showing that amending the AlA's estoppel 
compromise is not appropriate at this time. Again, the proposed legislation would unfairly create new 
gamesmanship advantages for larger, market-dominant incumbent companies accused of infringement while 
burdening inventors. 

7. Mandated Document Discovery Restrictions and Burden Shifting (H.R. 3309. S. 1013 & S. 1720). All three 
bills call for sweeping changes to the rules and procedures of civil litigation. Following the circulation of a draft 
of H.R. 3309 that required such changes to the rules and procedures on document discovery, the Rules 
Committees of the Judicial Conference of the United States wrote a diplomatic letter to the House Judiciary 
Committee, as follows: 

We greatly appreciate, and share, the desire to improve the civil justice system in 
our federal courts, including by reducing abusive procedural Tactics in patent litigation. But 
legislation that mandates the contents of the federal rules contravenes the longstanding 
Judicial Conference policy opposing direct amendment of the federal rules by legislation 
instead of through the deliberative process Congress established in the Rules Enabling Act, 

28 U.S.C.§§ 2071-2077. Congress passed the Rules Enabling Act to create a thorough and 
inclusive process for addressing procedural problems in the federal courts. Under that 
process, the Rules Committees collect information that is essential to oromulaatina 
effective rules bv commissioning empirical studies, analyzing relevant cose low, and 
consulting with experts and others with direct experience in the area. Proposals for change 
are published for public comment and thoroughly analyzed bv the Civil Rules Committee, 
the Standing Rules Committee, the Judicial Conference, the Supreme Court, and Congress. 

This multi-lavered process ensures a thorough evaluation of proposals while reducing the 
ever-present risk of unintended consequences. (Emphasis added.) 

To paraphrase: far more investigative work, deliberation, and consultation between the separate branches of 
government ought to occur before significant changes to the federal rules of civil procedure are promulgated. 
We agree. 

RECOMMENDATION: Congress should not amend the federal rules of civil procedure regarding discovery or 
otherwise, except in a manner consistent with the Rules Enabling Act, in full partnership with the judicial 
branch. 
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A AU As!iociatwn of American Universities APLU Assodafian of Public and Land'grant Universities 

ACE American Council on Education AUTM Assoriatio?! o/UniversitY Technology Managers 

AAMC Association of American Medical Colleges COGR Cound? on Covcrnmcntal Relations 


Statement from the Higher Education Community on 
S. 1720, the “Patent Transparency and Improvements Act of 2013” 

We write to communicate the views of the higher education community on S. 1 720, the “Patent Transparency 
and Improvement Act 002013;' We commend Chainnan Leahy and his original co-sponsors Senators Lee, 
Whitehoiise, and Klobuchar for introducing legislation effectively focused on curbing abusive patent litigation 
practices w'hile preseivdng the ability of patent holders effectively to enforce their patent rights. 

The passage of the America Invents Act (AIA), which our associations strongly supported, strengthened and 
harmonized U.S. patent law to the benefit of the nation’s innovation system. S. 1 720 effectively extends the 
enhancements of the AIA by targeting abusive litigation practices that corrode the capacity of the patent system 
to exploit the AIA enhancements to innovation and economic competitiveness. 

Universities are a key component of the nation’s innovation system, conducting the preponderance of the 
nation’s fundamental research - research that expands the frontiers of basic knowledge and understanding and, 
in so doing, yields discoveries that have extraordinary, far-reaching impact - the laser, MRI, life-saving drugs, 
defense technologies, food and agriculture, and so much more. The US patent system plays a critical role in the 
transfer of discoveries resulting from university research into the commercial sector for development into 
products and processes that benefit society. Because the discoveries arising from university research tend to 
produce early-stage patents, the university technology-transfer process must preserve a capacity for licensing 
such high-risk/high-payoff patents for further commercial development. And the innovation process also needs 
to sustain a climate in which the startup companies that are the frequent licensees of such patents can gain a 
financial footing and grow. 

Two consequences follow from this process of commercialization of the largely publicly funded university 
research that has produced extraordinary benefits to this nation: 

1) the not-for-profit universities and their often undercapitalized startup companies are vulnerable to 
abusive patent litigation practices, but 

2) measures to curb abusive litigation practices must target those practices in ways that do not undermine 
the ability of universities and their licensees to enforce their patent rights. 

The capacity of university patents to encourage investment is dependent on their right to exclude others. 

Patents are often the most critical assets of startups and .small businesses. It is critical that legislation addressing 
patent litigation balance the value of protection from abusive litigation practices against the need to preserve the 
strength of patents to foster innovation. 

For these reasons, w'e were very concerned about several provisions in the Innovation Act (H.R. 3309) that 
recently passed the House. In our judgment, H.R. 3309 failed to meet the balance between reducing abusive 
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litigation practices and preserving the strength of patents, and we therefore were obliged to oppose the bill 
despite its worthy goals. We commend Chairman Leahy for omitting in S. 1 720 the following provisions 
which, however well-intentioned, would entail greater cost than benefit by undermining the ability of 
universities and their licensees to enforce their patent rights: 

• Fee shifting and joinder : These proposals as constructed in H.R. 3309 are especially problematic for 
not-for-profit universities and undercapitalized licensees, due not only to the prospect of the substantial 
finaitcial burdens that could result from litigation not initiated or controlled by universities, but, perhaps 
even more problematically, the prospect of such outcomes gravely chilling the ability of universities to 
transfer their carly-stage patents into the commercial sector because of the major new financial 
confronting potential licensees. The chilling effects range from dampening the willingness of inventors 
to disclose their inventions and support the transfer of those inventions throughout the 
commercialization process, to discouraging passive investors from investing their funds in development 
of new technology dependent on elfeclive patent protection. These problems are caused by the 
overbroad language of these provisions in H.R. 3309. ff fee shifting and joinder provisions are included 
in S. 1720, wc would like to offer language to address these problems. The IJ.S. Supreme Court, 
however, is currently reviewing two cases concerning appropriate standards for awarding attorneys' fees 
under 35 U.S.C. § 285; it would seem prudent to withhold statutory treatment of fee shifting and joinder 
pending resolution of these cases. 

• Expansion of covered business method (CBM) patents : Proposals for expanding this narrow and time- 
limited AIA transition provision would sweep into the current CBM definition patentable subject matter 
that was not intended to be covered under the rubric of business method patents. The amplitude of such 
an expansion would negatively impact patent owners, including universities and their non-profit 
technology transfer organizations, adding uncertainty to patent holders, reducing the incentive for early 
challenges to patents, and upsetting the balance between the post-grant and inter partes procedures 
codified in the AIA. 

• Detailed Statutory Instructions to Couils on Pleading and Discovery : The discretion of the courts to 
continue management of individual cases on their merits should be preserved. Case-specific situations 
vary widely, so the courts should be able to continue their management of cases, with adjustments as 
waiTanted, such as Judge Rader's model discovery rules, court review and correction of perceived 
abuses. 

The Patent Transparency and Improvement Act includes a number of provisions tliat would curb abusive 
litigation in ways that sustain ability of patent holders to defend tbeir patents: of particular relevance to 
universities are the following two: 

• Assuring transnarenev of patent ownership will go a long way to limiting the ability to conduct abusive 
litigation practices by hiding behind '‘shell” companies, 

• Protecting end-user customers from unwarranted infringement allegations can help innocent retail 
companies and small businesses far removed from the product manufacturer. 

Each of these provisions, however, should be modified to assure that they do not oveiTidc their abuse-curtailing 
benefits with unintended consequences due to overly broad and costly requirements for transparency, and 
opportunities for collusion among entities in the product chain from manufacturers to end-point customers in 
the customer slay provisions. 

USPTO funding : Among the many achievements of the landmark Leahy-Smith America Invents Acts, one of 
the greatest disappointments was the inability to include reliable full funding of USPTO. As former USPTO 
Director David Kappos has testified, providing the USPTO with full fee access is essential for the USPTO to 

2 




398 


fulfill the potential of the AIA to strengthen the U.S. patent system and its capacity to support invention, 
innovation, and economic development. We strongly encourage the inclusion of such a USPTO funding 
provision in S. 1720. 

We thank the Chairman and his co-sponsors for their effective work in addressing the costly and corrosive 
problem of abusive patent litigation. We believe that S. 1720 goes a long way toward effectively addressing 
this problem while preserving the ability of patent owners legitimately to enforce their patent rights. We are 
committed to working with the Chairman and the Judiciary Committee to achieve the shared goal of building on 
the substantial achievements of the AIA to further strengthen the U.S. patent system and its capacity to nurture 
the innovative capacity of the nation and enrich the lives of its citizens. 


December 11. 2013 
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S.1720, the Patent Transparency and Improvements Act of 2013, is a 
Better Approach to Patent Reform 

S,1720, the Patent Transparency and Improvements Act of 2013, introduced by Sen. Leahy (D- 
VT), offers a more balanced, fair and pragmatic approach to patent reform and takes into 
account the needs and concerns of small businesses and inventors. We are very encouraged 
that the Senate bill does not include any of the harmful and burdensome reforms to the patent 
litigation system. Key differences in S.1720 include: No heightened pleading standards, no 
"loser pays" fee shifting provision, no severe discovery limits and no unnecessary 
impediments on the discretion of the Judiciary. 


H.R. 3309, the Innovation Act, is Fatally Flawed! 

The American Association for Justice (AAJ) firmly believes that H.R. 3309, the "Innovation Act", 
goes far beyond any justifiable step to address abusive patent litigation practices. The 
"Innovation Act" contains burdensome mandatory fee shifting provisions, places unfair 
limitations on discovery and impedes on the discretion of the courts. Specifically, the "loser 
poys" fee-shifting provision creates yet another disincentive for inventors and small businesses 
to defend their patent rights in court. Ultimately, this bill would leave Inventors without the 
practical ability to enforce their patents and powerless to stop large corporations from simply 
stealing their inventions and ideas. 

AAJ does not condone non-meritorious patent infringement claims. However, H.R. 3309 adds 
unnecessary and unfair litigation hurdles to inventors and small businesses while taking patent 
reform in the wrong direction. 

This legislation: 

Requires the loser to pay attorney fees and expenses - The bill's "loser pays" provision deters 
individuals from pursuing even meritorious patent infringement claims. It also allows large 
corporate defendants with enormous financial resources to bully injured individuals into unfair 
settlements due to the risks associated with losing even a potentially successful case. Patent 
litigation already has inherent risks and costs for plaintiffs and "loser pays" creates another 
disincentive for inventors and small businesses to defend their valid patent rights in court. 

Mandates overly burdensome pleading requirements - H.R. 3309's heightened pleading 
standards will have a detrimental effect on patent holders with legitimate infringement claims. 
The stringent pleading requirements in this bill would require excessively detailed claim charts 
in the complaint and lead to additional litigation and challenges even before the case gets off 
the ground. The practical effect of this change is that many meritorious cases will face early 
dismissal because large corporate defendants will simply refuse to provide the information 
necessary to plead the case. 
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Places dramatic limits on discovery - The Federal Rules of Civil Procedure that govern 
discovery in patent cases would be replaced by limits so severe that even valid patent 
infringement cases will become completely unwinnable. Placing such severe limits on discovery 
would inhibit the inventor's or small business' ability to access vital documents and materials 
necessary to prove their patent infringement claims. Ultimately, the individual would be either 
forced to expend additional financial resources to compel additional discovery or abandon their 
valid patent infringement claim altogether. 

Impedes on the discretion of the Judiciary - The Innovation Act unnecessarily requires the 
Judicial Conference to implement specific rules concerning discovery and case management. As 
outlined in the Rule Enabling Act, this type of rulemaking and docket management has 
traditionally, and rightfully, been left to the discretion of the United States Courts and not 
Congress. This bill sets a dangerous precedent for interference in a coequal branch of 
government. As the Constitution sets out, the courts themselves are best suited to manage 
their own dockets in patent infringement cases. 
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December 16,2013 


Senator Patrick J. Leahy 
Chairman, Committee on the Judiciary 
437 Russell Senate Office Building 
Washington DC 205 1 0 

Senator Charles E. “Chuck” Grassley 
Ranking Member, Committee on the Judiciary 
135 Hart Senate Office Building 
Washington DC 201510 


Dear Chairman Leahy and Ranking Member Grassley: 

We wite today as representatives of regional, state and local associations of Printing Industries 
of America to thank the Senate Committee on the Judiciary for holding a hearing to examine the 
issue of “Protecting Small Business and Promoting Innovation by Limiting Patent Troll Abuse.” 

Together, we represent are more than 30,000 individual printing plants in this country in virtually 
every city and town in America. The average printing company employs just 27 workers 
and more titan 60 percent of printing companies are faniily-owtied businesses - a statistic to 
which I know the Chairman can relate personally. In aggregate, we employed over 800,000 
workers and in 2012 shipped over $147 billion in products. 

Unfortunately, we’re also an industry that has attracted the damaging attention of patent assertion 
entities (PAE) or “patent trolls.” Patent trolls in our estimation do not innovate, do riot promote 
economic growth, and do not contribute to the greater good of education or scientific research. 
Most importantly, patent trolls do not create jobs - the businesses we represent do . 

We commend this Committee for exploring legislative solutions to address the complexities of 
patent law, and we encourage a healthy debate on these ideas. Our overriding view is that 
legislation should deter patent trolls from the outset to protect printing companies from ever 
becoming part of the cycle of abusive patent litigation. However, if printers do in fact find 
themselves involved in extortionate legal situations, we hope that new laws will be in place to 
provide less costly, less burdensome courses of defense. 


Some of these solutions include: 
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• Detenring patent troll activity by cracking down on deeeptive behavior that 
accompanies bad faith demand letters . This would help tremendously in reducing 
the vague and threatening aspects of demand letters our members currently receive. 

• Protect customers who are targeted in patent infringement lawsuits by pennitting 
the case against them to be staved while the manufacturer litigates the alleged 
infringement. 

• Ensuring end users have a robust defense against abusive patent claims through an 
expanded, permanent Covered Business Method (CBM) review that would consider 
the quality of functional patents in question. 

• Reforming the patent litigation system to include new heightened pleading 
requirements as well as increasing the transparency of patent ownership : and, 
finally, 

• Reduce the overall cost of abusive patent litigation by balancing discovery 
demands . This would empow'er more of our member companies to fight frivolous 
claims of infringement rather than settle. 

The solutions above are all contained in some shape or form in one or more of the following bills 
under consideration in the Senate: 

• Patent Transparency and Improvements Act (S. 1720) (Sen. Leahy/Sen. Lee) 

• Patent Quality Improvement Act (S. 866) (Sen. Sehumer) 

• Patent Abuse Reduction Act (S. 1013) (Sen. Comyn) 

• Patent Litigation Integrity Act (S. 1612) (Sen. Hatch) 

We realize that there won’t be one simple solution to reform our nation’s patent process, but, to 
borrow a phrase from President Obama, it’s critical that we build consensus to produce “smarter 
patent law.” As an industry, we are committed to working with our elected officials to balance 
the protection of small business and the promotion of innovation - and - above all - to 
combatting the threat and damages caused by patent trolls. 

Sincerely, 

Great Lakes Graphics Association (IL, WI, IN) 

Printing Industries Association, Inc. of Southern California 
Pacific Printing Industries Association (OR, WA, III, AK, ID) 

Printing Industries Association of San Diego, Inc. 

Printing Industry of the Carolinas, Inc. 

Printing Industries of Arizona/New Mexico 
Printing Association of Florida, Inc. 

Printing & Imaging Association of Georgia, Inc. 

Printing & Graphics Association MidAtlantic (VA, MD) 

Printing Industries of New England (CT, RI, MA, NH, VT, ME) 

Printing Industries of Michigan, Inc. 

Printing Industry Midwest (MN, lA, NE, SD, ND) 

Print Media Association (MO, IL) 

Printing Industries Alliance (NY/CT) 
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Printing Industries of Ohio & Northern Kentucky 
Graphic Arts Association (N.T, PA, DE) 

Printing Industry Association of the South, Inc. (AL, MS, TN, KY, WV, MS) 
Printing & Imaging Association of MidAmerica (TX, OK, KS) 

Printing Industries of America Mountain States (CO) 

Printing Industries of the Gulf Coast (TX) 

Printing Industries of Utah 

Visual Media Alliance (Northern California) 


Cc: Members of the Senate Committee on the Judiciary 
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December 16, 2013 


The Honorable Patrick J. Leahy 
Chairman, Committee on the Judiciary 
United States Senate 
224 Dirksen Senate Office Building 
Washington, DC 20510 

The Honorable Charles Grassley 

Ranking Member, Cornmittee on the Judiciary 

United States Senate 

224 Dirksen Senate Office Building 

Washington, DC 201510 

Dear Chainnan Leahy and Ranking Member Grassley: 

We, the undersigned trade associations and members of the Stop Patent Abuse Now Coalition 
(“SPAN Coalition”), applaud bipartisan efforts moving through Congress to curb abusive patent 
litigation. As Congress continues to consider this much-needed legislation, we would like to 
voice our strong support for provisions contained in S. 1 720, the “Patent Tramsparency and 
Improvements Act,” that would provide the Federal Trade Commission with further direction, 
under its existing Section 5 authority, to go after the bad-faith demand letters that patent trolls 
routinely send to unsuspecting busine,sses and nonprofits across the country. The current 
provision would also promote demand letter transparency by requiring that certain minimum 
disclosures be made by trolls to better identify themselves, the patent in question, and the 
specific nature of the alleged infringement. 

Patent trolls are increasingly harassing businesses and nonprofits of every size with demand 
letters. These letters come out of nowhere, and often allege that the mere use of everyday 
technology violates the patent holders’ rights. Further, these questionable letters typically .state 
vague or hypothetical theories of infringement, often overstate or grossly reinterpret the patent in 
que,stion. and, in some cases, make allegations of infringement of expired or previously licensed 
patents. 

At their core, demand letters use the tlmeat of litigation as leverage to extract a “licensing fee” 
from the recipient business. Recipients often simply settle these nuisance claims rather than run 
the risk of protracted litigation in federal court. Put simply, it is often much more e,\'pensive to 
hire a lawyer to review or defend against a suspect claim than it is to pay the requested “fee.” 
This is the troll’s calculated business model. 

Vague and misleading demand letters are central to the patent troll problem. Indeed, many 
claims begin and end with these letters as companies quickly pay these undeserr-ed “licensing 
fees,” given the expense and complication of defending on the merits in court. We urge 
Congress to enact meaningful legislative solutions to protect businesses of all sizes from these 
smash and grab tactics. The fight for patent litigation reform and demand letter relief is truly a 
main street issue impacting businesses and nonprofits in communities across the country. We 
look forward to continue w’orking with you on this important issue. 
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Sincerely, 

American Association of Advertising Agencies 
National Retail Federation 


The Direct Marketing Association, Inc. 
Association of National Advertisers 
The Mobile Marketing Association 


CC: All members of the Senate Judiciary' Committee 
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Testimony of Food Marketing Institute 

To the Committee on the Judiciary , 

Full Committee 
United States Senate 

Regarding “Protecting Small Businesses and Promoting Innovation 
by Limiting Patent Troll Abuse” 

Tuesday, Deeember 17, 2013 
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Introduction 


Chaimian Leahy, Ranking Member Grassley. and other distinguished members of the 
Senate Judiciary Committee, we want to thank you for giving us the opportunity to submit 
testimony on the need to protect consumers and end users of technology from patent troll abuse. 
The Senate Judiciary Committee is currently considering a number of bills aimed at patent troll 
abuse including the Patent Transparency and Improvements Act of 2013, the Patent Quality 
Improvement Act of 2013, the Patent Abuse Reduction Act of 2013. and the Patent Litigation 
Integrity Act of 2013. We applaud tire Senate Judiciary Committee on the attention given to the 
serious issue of patent abuse. It is not the intention of this testimony to debate the strengths and 
weaknesses of these Acts, but instead to explain the need for Congressional action in this area. 

FMI proudly advocates on behalf of the food retail industry. FMl's IJ.S. members 
operate nearly 40,000 retail food stores and 25,000 pharmacies, representing a combined annual 
sales volume of almost $770 billion, Tlirough programs in public affairs, food safety, research, 
education and industry relations, FMI offers resources and provides valuable benefits to more 
than 1,225 food retail and wholesale member companies in the United States and around the 
world. FMI membership covers the spectrum of diverse venues where food is sold, including 
single owner grocery stores, large multi-store supermarket chains and mixed retail stores. For 
more information, visit ww'w'.fmi.org and for information regarding the FMI foundation, visit 
wwvv.fmifoundation.org. 

Our testimony explains why Congressional action is necessary to put an end to predatory 
patent troll practices that hann consumers and retailers: 

• There is a difference between a beneficial and procompetitive use of patents and the 
harmful behaviors of predatory patent trolls. Patent trolls have e.stablished a business 
model that bears no relation to the value or merits of a patent assertion and instead relies 
on the high costs of litigation to demand large settlements. 

• End users such as retailers are ill-equipped to assess patent claims and fight against 
invalid patent assertions, yet are the primary targets for predatory patent activity. Most 
end users do not want to be involved in the patent system and simply want to use 
technology products without fear of attacks from patent holders. 

• Demand letters are often the root of the patent troll problem. We urge Congress to target 
predatory and deceptive demand letters in any legislation it passes. The demand letter is 
often both the beginning and ending of patent troll activity. Therefore, any legislation that 
fails to address problematic dciucmd letters will fall far short of solving the patent troll 
problem. 

I. Patent Troifs Represent a Busines,s Model Wholly Separate From Legitimate Patent 
Holder Activitv' 

It is important to distinguish the predatory patent troll business model from legitimate 
patent holder activity. Patents, when used correctly, foster innovation and competition that is 
beneficial to society. Beneficial patent activity begins when an inventor “invents or discovers a 
new and useful process, machine, manufacture, or composition of matter, or any new' useful 
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improvement thereof"’ and obtains a patent. The inventor then chooses to practice, license, or 
assign his or her patent. The ultimate owner of the patent fosters the technology by practicing the 
invention or licensing the invention to a party who will practice the invention. The patent holder 
can protect its technology by preventing parties not covered by a license from making, using, 
selling, or offering to sell" the patented technology. While it is not required, this process almost 
ahvays results in the practice of a beneficial technology and license agreements are ideally made 
before the licensee begins to practice the patented invention. Patent holders and licensees have 
the opportunity to seek each other out and form agreements based on the value of the patented 
technology. 

The predatory' patent troll business model is wholly different from this beneficial patent 
activity. A predatory patent troll often begins by buying low' value patents of old or failed 
technology. These patents are picked for their broad or hard to inteipret language that can be 
construed to cover teelmology in use, or at least given the pretense that it covers technology in 
use. The patent troll then generates a large volume of demand letters, often deceptive, asserting 
these patents against practicing entities. The patent trolls pursue negotiations in bad faith 
leveraging the high cost of litigation to obtain settlements for amounts greater than the value of 
the patent asserted. If the patent troll chooses to litigate, they will often pursue strategies 
designed to generate costs for their opponents. Patent trolls have no desire to promulgate 
technology or negotiate licenses ex ante. Instead, they seek ex post licenses based primarily on 
avoiding litigation costs and disruption to business. 

The main driver of predatory patent troll activity is the high costs of litigation with little 
chance of recoupment. The American Intellectual Property Law Association estimates that the 
cost of litigation ranges from $.i50,000 to $3,000,000 to reach the end of discovery and from 
$650,000 to $5,000,000 to try a case.^ These high costs create a market for otherwise low value 
or worthless patents. A patent owner is in the position to offer an attractive deal compared to the 
cost of a defendant w'inning a patent trial. FindTheBest.com provides a typical example. They 
were threatened with a patent of extremely questionable validity. The patent troll offered them a 
choice betw'een an extremely expensive patent trial and a $50,000 settlement offer.'* Irrationally. 
FindTheBesl.com chose to go to trial and spent $200,000 to invalidate the patent troll’s patent.^ 


‘35U.S.C. § 101 
“SSU.S.C. §271 

Comments of American Intellectual Property Law Association to the United States Patent and 
Trademark Office, Request for Comments on a Patent Small Claims Proceeding in the United States, 
April 30, 2013, available at 

http://www.uspto.gov/ip/global/patents/comnients/aiplacomment_letter_on_small_patent_claims_4-30- 

2013.pdf. 

“ Joe Mullin, FindTheBest destroys “matchmaking" patent, pushes RICO case against troll, ARS 
TECHNICA, Nov. 23, 2013, htlp;/^rstechnica.com/tech-policy/20t3/l 1/findthebest-destroys- 
matchmaking-patent-pushes-rieo-casc-against-lroll/. 

^ Id. 
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Fortunately, the patent was invalidated early in litigation on Section 101 grounds, saving 
FindTlieBest.com from having to enter into a costly discovery process.* 

While the high cost of litigation discourages defendants from mounting a substantive 
defense, it encourages litigation by patent plaintiffs. Ty-pically. we would expect a defendant to 
only consider a threat to litigate credible when the probability of success times the anticipated 
damages minus the plaintiffs cost of litigation is greater than zero.^ If this value is below zero a 
defendant would not accept any settlement offers because the plaintiffs value of the suit is 
negative. Flowever, if the plaintiff develops a reputation of litigating even negative value cases, 
then the defendant cannot rely on the plaintiff acting rationally during negotiations. A defendant 
faced with an irrational plaintiff will be forced to accept any settlement offer that is less than the 
defendants cost of litigation plus the probability of plaintiff prevailing times the expected 
damages.* It is worth noting that this formula produces significant values even when the 
probability of success or expected damages is zero. Indeed, a study has shown that cases 
involving frequently litigated patents are only successful ten percent of the time.* 

This patent troll strategy creates social costs. The strategy incentivizes frivolous litigation 
which is a drain on practicing entities’ resources.’* Practicing entities are also encouraged to file 
applications for low quality patents beeause of their increased value in secondary markets. These 
patents, which compound the problem, would otherwise not be worth filing. Finally, the patent 
trolling strategy has the overall effect of decreasing innovation by expanding patent thickets.' ' 
Companies that successfully innovate increase their risk of being targeted by patent trolls who 
can use old patents to hold that success hostage for easy payouts. F.nd users who adopt new 
technology increase their risk of being sued by patent trolls capitalizing on their inability to 
afford patent litigation. 

11. End Users, Who arc Technology Consumers and Not Technology' .Manufacturers, 
arc Attractive Targets to Prcdatoiy Patent Trolls 

End users of technology, such as retailers, can infringe a patent by using or selling the 
covered technology.'^ However, end users are rarely targeted with lawsuits under traditional 
beneficial patent activity. This is because the manufacturer is the most attractive party for a 
patent holder to assert its rights. The patent holder only has to negotiate or file suit against one 


® Lvmen V/en' Tech. LLC v. Findthebest.com. Inc.. 13 Civ. 3599. 2013 U.S. Dist. LEXIS 166852, at *34- 
37(S.D.N.Y.Nov. 22, 2013). 

’ Erik Hovenkamp, Predatory Patent Litigation 8 (Aug. 5, 2013) (unpublished manuscript) (on file with 
SSRN at http://ssrn.com/abstract=23081 1 5). 

® Id. at 16. 

’ John R, Alli.son, Mark A. Lemley, & Joshua Walker, Patent Quality and Settlement Among Repeat 
Patent Litigants, 99 Geo. L.J. 677, 686-87 (201 1). 

Hovenkamp, .supra note 6, at 1 7, 

" Id at 17-18. 

'2 35U.S.C. §271 
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party to obtain licensing fees and damages for all manufactured products. This lowers the 
transaction costs for the patent holder. Society also benefits from manufacturer suits because the 
manufacturer is the party with the most knowledge of the technology and the greatest interest in 
defending against invalid assertions. 'This minimizes the amount of capital lost on non- 
productive activities. End users suits are typically only attractive to patent holders when the 
patent holder cannot feasible bring suit against the manufacturer or the end user is using a non- 
infringing technology in a way that becomes infringing. 

A. Retailers Do Mot Possess the Expertise or Knowledge to Efficiently Respond 

to Patent Demands 


Retailers do not possess the in depth knowledge of technology products that 
manufacturers have. Compared to a manufacturer, a retailer typically needs to seek large 
amounts of outside knowledge in order to interpret a claim for infringement against a technology 
product they use or offer for sale. This makes it difficult and costly for the retailer to make an 
initial detennination whether the claim is valid or whether the patent is likely invalid or not 
infringed. The retailer also has greater difficulty in preparing a case than a manufacturer if the 
retailer discovers the patent holder’s claim is without merit. 

Retailers also traditionally have very little, if any, experience with patent law. WTiile a 
retailer may innovate, the retailer’s core business model does not involve inventing or practicing 
inventions. Retailers instead strive to provide the best products at the lowest prices while giving 
consumers a high level of service. As a consequence, retailers usually have to seek expensive 
outside counsel in order to deal with patent infringement claims. While retailers and their in- 
house counsel are becoming increasingly savvy to the intricacies of patent law, it is primarily due 
to continuous threats from patent troll activities. 

B. Patent Trolls Taraet Retailers Because the Higher Clo.st of Defense and 

Disruntion to Business Encourages Settlement Regardless of the Merits of the 

Alleged Infringement 

Patent trolls arc increasingly targeting end users because the end users' lack of resources, 
relevant technical knowledge, and expertise makes them easy prey for meritless suits. Retailers, 
who often operate on low margins, are particularly vulnerable to patent troll demands. “Many 
retailers do not . . . employ legal counsel in-house, let alone a highly specialized patent 
attorney.’’*’' These low margins mean that any extra costs, whether they are costs to settle or costs 
to litigate, cannot be easily absorbed and must be passed on to the consumer either through 
increased prices or reduced services. Patent troll suits are also a huge drain on a company’s time 
and employee resources. This further reduces the ability of a company to effectively operate and 
provide consumers with the services they demand. 


Demand Letters and Consumer Protection: Examining Deceptive Practices by Patent 
Assertion Entities Before the S. Comm, on Commerce, ScL, & Transp. Suheomm. On 
Consumer Prot., Prod. Safety, and Ins., 113th Cong. 3 (2013) (written testimony of Lary 
Sinewitz, Exec. Vice President of BrandsMart USA). 

> * Id. 
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Retailers are so vulnerable to patent troll suits that they can be forced into settlements 
without even infringing a patent. For example, BrandsMart USA received a two paragraph letter 
claiming infringement based on “technology that enables debit cards and gift cards to read and 
process information via the magnetic strip on the back of the card.”’^ BrandsMart USA consulted 
a patent attorney and discovered they used technology different from tliat asserted.’® The patent 
troll refused to drop their demand when informed of this and instead lowered their settlement 
offer.” BrandsMart eventually paid five figures for the patent troll to go away and another five 
figures in legal fees for the trouble.'* This transaction occuired entirely outside of the court 
system because the threat of legal fees unrecoupable by § 285 was too great. 

Meritless suits not only increase costs to consumers, but decrease the service provided to 
them as well. For example, White Castle testified before the House of Representatives that it will 
be limiting it’s usage of QR codes and hyperlinks, as well as passing up creative web designs due 
to patent troll threats.'* White Castle has also stated that it is considering going away with digital 
menu boards “despite the potential business efficiencies they create for our operators and 
customers by allowing us to provide real-time up-to-date information about our latest products, 
promotions, and offering.”^* 

Ill, Demand Lctter.s arc the Cornerstone of Patent Trolling and Must be Addressed to 
Limit Abuse 

Predatory patent troll activity often begins and ends with a demand letter, A company 
will receive a demand letter and decide that it is not worth fighting the claim in court. The 
company will then settle and usually sign a non-disclosure agreement forbidding them from 
revealing the details of the settlement with any other parties. These activities happen largely out 
of the public eye, which makes infonnation scarce for those parties that receive demand letters in 
the future. This also means that we have very little data on how widespread tire patent troll 
demand letter problem is. 

Predatory demands letters are distinguishable from good faith demand letters. A good 
faitli demand letter assists a party in determining which claim of a patent is infringed, which 
product is infringing, and how that product infringes. A predatory demand letter is the opposite, 
obfuscating the patents and products infringing. A predatory demand letter is often deceptive, 
hostile, and threatening. Examples of deceptive behavior include not identifying which patents or 


Id. at 2. 

^«Id. 

1' M 
18 /d 

111 The Impact of Patent Assertion Entities on Innovation and the Economy Before the H. 
Comm, on Energy & Commerce Subcomm. On Oversight and Investigations, 113th Cong, 5 
(2013) (written testimony of Jamie Richardson. Vice President Gov’t & S’holder Relations, 
White Castle System, Inc.). 


8“ Id. at 5-6. 
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claims are allegedly infringed, alleging infringement based on a patent that is not actually 
infringed, or alleging infringement on a product that is already covered under a license by an 
upstream manufacturer or distributor. Deceptive demand letters are used to obtain settlements 
based on false or misleading information. Demand letter abuse must be addressed in any 
legislation that seeks to stop predatory patent trolls. 

Conclusion 

End users, such as retailers, desperately need patent reform targeted at predatory patent 
troll behaviors. 
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December 17, 2013 


The Honorable Patrick J. Leahy 
Chairman 

Committee on the Judiciary 
United States Senate 
224 Dirksen Senate Office Building 
Wasliington, D.C. 20510 


The Honorable Charles E. Grassley 

Ranking Member 

Committee on the Judiciary 

United States Senate 

152 Dirksen Senate Office Building 

Washington, D.C, 20510 


Dear Chairman Leahy and Ranking Member Grassley: 


The lodging industry is pleased that the House of Representatives recently took action to address 
patent assertion entities (PAEs) by passing Chairman Bob Goodlatte's (R-VA) Innovation Act 
(H.R. 3309). We now urge the Senate to immediately consider Chairman Leahy’s bill, The 
Patent Transparency and Improvements Act of 20 1 3 (S. 1 720) and take further steps to curb the 
damaging practices of “patent trolls.” 

PAEs buy patents on inventions for products they don’t manufacture, and sue or threaten to sue 
organizations they claim infringe on the patents. This problem is exploding, and PAEs are 
targeting end-users of electronic devices with allegations of patent infringement. All told, abuse 
of the patent process by certain PAEs costs the U.S. economy S80 billion yearly in lost revenues 
and productivity. 

The lodging industry employs 1.8 million employees across the United States, is comprised of 
4.9 million guest rooms, and generates $155.5 billion in annual sales. Approximately 55% of our 
industry is classified as small businesses, made up of properties with fewer than 75 rooms, 

These properties do not have the financial resources to fight aggressive patent litigation and often 
their only recourse is to settle. 

In Texas alone during the past year, patent trolls have sued almost 100 hotels, claiming the 
wireless internet routers and access point devices they purchased to provide Wi Fi to guests 
infringe upon patents held by PAEs. These hotels have to fight the lawsuits in court while 
incurring enormous legal fees or accept a forced settlement, even though they did nothing more 
than purchase a Wi Fi device from a retailer for installation at the properties. 

As the Committee considers this important issue, we urge that any resulting legislative proposals 
include the strongest protections possible for end-users, who are merely customers buying 
products and using them as intended yet are being targeted by PAEs. Further, we strongly 
support language in the bill aimed at reining in PAE's issuance of fraudulent demand letters and 
urge consideration of additional reforms to the current demand letter process to ensure that end- 
users are lurther protected from predatory PAEs. 
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We view S.1720 as an important step toward protecting the rights of legitimate patent holders 
w'liile addressing the grorving problem of abusive litigation targeted at the small businesses that 
are an important driver of our economy. We urge you to consider this legislation as soon as 
possible and enact end-user protections against patent litigation. Our members are at the heart of 
the American economy. Ensuring their viability, free from abusive law'suits, is something we all 
can benefit from. 


Sincerely, 

American Hotel & Lodging Association 

Alaska Hotel & Lodging Association 

Arkansas Hospitality Association 

Arizona Lodging & Tourism Association 

California Hotel & Lodging Association 

Colorado Hotel & Lodging Association 

Connecticut Lodging Association 

Florida Restaurant & Lodging Association 

Georgia Hotel & Lodging Association 

Ha\vai‘i Lodging & Tourism Association 

Illinois Hotel & Lodging Association 

Indiana Restaurant & Lodging Association 

Louisiana Hotel & Lodging Association 

Maine Innkeepers As.sociation 

Maryland Hotel & Lodging Association 

Massachusetts Lodging Association 

Michigan Lodging and Tourism Association 

Nebraska Hotel & Motel Association 

New Hampshire Lodging & Restaurant Association 

New York State Hospitality & Tourism A.ssociation 

North Carolina Restaurant and Lodging Association 

Ohio Hotel & Lodging Association 

Oklahoma Hotel and Lodging Association 

Pennsylvania Restaurant & Lodging Association 

Rhode Island Hospitality Association 

South Carolina Restaurant & Lodging Association 

Tennessee Hospitality Association 

Texas Hotel & Lodging Association 

Utah Hotel & Lodging Association 

Virginia Hospitality & Travel Association 

Washington Lodging Association 

West Virginia Hospitality & Travel Association 

Wisconsin Hotel & Lodging Association 

Wyoming Lodging and Restaurant Association 



December 17, 2013 


The Honorable Patrick Leahy 
Senate Judiciary Committee 
United States Senate 
Washington, DC 20510 


The Honorable Mike Lee 
Senate Judiciary Committee 
United States Senate 
Washington, DC 20510 


Dear Chairman Leahy and Senator Lee: 

The Pharmaceutical Research and Manufacturers of America (PhRMA) commends you both on 
the introduction of S. 1720, the Patent Transparency and Improvements Act. We believe your 
legislation represents a thoughtful approach to the current patent litigation reform debate. As 
the Senate Judiciary Committee focuses on addressing issues surrounding patent litigation 
raised by some sectors of the business community, we request that the rights of innovators to 
protect their intellectual property not be compromised 

S. 1720 properly focuses on reforms that are targeted at abusive behavior such as the blanket 
sending of demand letters and patent infringement suits that inappropriately target small 
retailers and businesses for the use of technology rather than the actual manufacturer or seiier 
of that technology. These reforms should go a long way towards addressing harmful practices 
that may do harm to the economy. We believe your bil also makes several positive 
improvements such as requiring the USPTO to use the same patent claim construction rules in 
the new post-grant and inter-partes review proceeding:, that are used in the courts; the 
protection of intellectual property licenses in bankruptcy and provisions clarifying double 
patenting. 

We must be clear, however, that regardless of the positive impact your legislation may have, 
our ultimate support for patent litigation reform will rert primarily on the manner in wnich any 
resulting legislation balances the effort to curb abuses n the system with the legitimate 
interests of patent owners who seek to enforce their patent rights. We would hope that any 
additional steps to alter patent litigation procedures be taken with the utmost caution to avoid 
unintended consequences. For innovators whose patent rights are threatened by infringing 
activity, the ability to quickly and efficiently enforce their rights in court is paramount. 



416 


PhRMA looks forward to continuing to work wtth you on improvements as the Committee 
process moves forward, so that the end result will bene it all patent holders across all 
industries. We thank you for your leadership and diligence in this regard. 


Sincerely, 



Chester (Chip) Davis, Jr., JD 
Executive Vice President 
Advocacy and Member Relations 
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December 17, 2013 

Abusive patent infringement claims 
threaten community banks 

On behalf of the Independent Community Bankers of America (ICBA) and the nearly 7,000 community 
banks we represent, thank you for convening this important hearing entitled “Protecting Small Businesses 
and Promoting Innovation by Limiting Patent Troll Abuse.” We appreciate the opportunity' to put forth 
our views on the issue of abusive patent litigation brought by patent assertion entities (PAEs), popularly 
referred to as “patent trolls,” which assert infringement of dubious-quality patents against legitimate 
businesses, including many community banks. 

According to a recent study, direct costs associated wiA litigation brought by PAEs are substantial, 
totaling an estimated $29 billion in accrued litigation and non-litigation cost in 2011.' Managing these 
aggressive and frivolous patent lawsuits has become an expensive distraction for an increasing number of 
community banks that often lack the financial and legal resources to properly dispute these claims and are 
forced to settle out of court. These claims and settlements sap valuable monetary, ntanagement and legal 
resources from comniunily banks that would otherwise be directed toward serving the financial needs of 
their customers. What’s more, PAEs use settlements to build war chests to target other legitimate small 
businesses. We need tools to stop this vicious cycle. 

ICBA appreciates the efforts of Congress in 201 1 to pass the Lealiy-Smith America Invents Act, which 
established a transitional proceeding at the Patent and Trademark Office (PTO), known as a Covered 
Business Method (CBM) review, to re-examine the validity of dubious business method patents. We are 
encouraged by the initial efforts of the PTO to “stand-up” the CBM program. If made permanent and 
more accessible to smaller community banks that may lack financial resources to cover the initial filing 
fees, the CBM review will mature into a valuable tool to combat these frivolous claims. 

However, further steps are needed. Below, we suggest additional measures to protect community banks 
from the abuses perpetrated by PAEs. 

Demand Letters 

Community bankers across the country have seen a dramatic increase in the number of demand letters 
received from law firms representing PAEs. The typical letter states that the community bank is in 
violation of a patent or a suite of patents held by the PAE. Typically, the PAE is willing to settle or sell a 
sub-license, often a “limited or one-time offer,” to the community bank for using the technology in 
question. These letters are often accompanied by a list of patent numbers from the PTO but contain no 
description of what the actual patents are or how the community bank is in violation. The community 
banker is then forced to choose between costly and time-consuming litigation to challenge the patent or 
compliance with the letter’s demands, regardless of how dubious the infringement claims are. Compliance 
with the demand letter strengthens the PAE's incentive to target additional community banks to extract 
exorbitant and fraudulent fees. Furthermore, if a demand letter Is ignored, a second more threatening letter 
is often issued along a dramatic increase in the settlement or sub-licensing fee further illustrating the 
extortive nature of this act. 


' Independent Community 
Bankers l’/America® 


^ The Direct Costs from NPE Disputes by James Bessen and Michael J. Meurer (Boston University School of Law) 
6/22/12 
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To address this issue, ICBA urges Congress to pursue legislation that would strengthen demand letter 
transparency. Each demand letter send by a PAE should be detailed and personalized to each recipient 
and not sent “scatter-sliot" to dozens of community banks in a given state. Each demand letter should 
provide a detailed description of the patent, including each claim of each patent that is allegedly infringed, 
as well as a detailed description of the alleged infringement. The letter should also disclose the actual 
owner of the patent and all relevant case history involving the patent. 

Additionally, a PAE that sends more than 10 demand letters in a calendar year should be required to enter 
these letters and other detailed information regarding their patents and their assertions of infringement in 
a Federal database housed at the PTO or the Federal Trade Commission (FTC). This would increase 
transparency in an extremely murky area and allow those accused of infringement to identify other 
similarly situated businesses to enter Into joint defense funds and pool valuable legal resources. This 
would also decrease the tool of intimidation used by PAEs by letting those that receive demand letters 
know that they are not alone in this process. 

Demand letters are a considerable drain on a community bank’s finite resources, even though community 
banks often opt to settle on receipt of a demand letter. Legislation that increases demand letter 
transparency would go a long way to helping community banks make informed decisions on whether to 
settle (“feed the troll”) or to fight the claim through litigation. 

End User IndemnificationAV'arrantees 

Community banks often white-label products that are purchased from vendors to serve their customers. 
Community banks are “end-users,” not creators of these products and services and should not be on the 
hook for the infringement claims of PAEs. Community banks are especially vulnerable to being sued 
because they lack the resources and market power to fairly negotiate the protections they need when 
contracting with large sophisticated vendors. Additionally, the vendors that provide these products and 
services to community banks often do not stand behind them with regard to patent issues. As a result, 
when a community bank is accused of infringement, the vendor, often better situated to refute the ciairn, 
sits on the sidelines and refuses to defend its customers. 

To address this problem. Congress should amend current law to ensure that vendors that sell products or 
services to community banks provide the appropriate warranties and indemnification to protect the end 
users from patent infringement claims. 

Thank you again for convening this very' important hearing. Wc look forward to working with this 
committee to curb abusive patent infringement claims that threaten ctMumunity banks and the customers 
and communities they serve. 
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Chairman Leahy, Ranking Member Grassley, and Members of the Committee: 

On behalf of the members of the American Bankers Association (ABA) we appreciate the 
opportunity to submit this written statement for the above-entitled hearing. The American Bankers 
Association represents banks of all sizes and charters and is the voice for the nation’s $14 trillion 
banking industry and its two million employees. ABA’s extensive resources enhance the success of 
the nation’s banks and strengthen America’s economy and communities, ABA members are often 
end users of technology and the recipients of abusive and deceptive demand letters. 

Abusive patent litigation has been a serious concern for banks and financial institutions of all sizes 
across the country for many years. That is why w^e supported the reforms Congress put in place in 
201 1 tlirough enactment of lire America Invents Act (AIA), in particular the process for review of 
overly broad business methods patents by the Patent and Trademark Office (PTO) put in place by 
Section 18 of the Act. 

Unfortunately, the abuses continue and have in fact increased despite those reforms. Banks 
continue to be baiTaged by patent assertion entities (PAEs) who use overly broad patents, threats of 
litigation, and licensing fee demands in an effort to extort payments fi'om banks across the country. 
As a result, resources and capital that could go toward lending or otherwise serving bank customers, 
small businesses, and communities have necessarily been re-allocated to defend against abusive 
patent claims from PAEs. 

Faced with tlireats of expensive patent litigation, many banks, and especially smaller banks, find 
that their only option is to settle rather than face paying millions to defend against extorlive claims 
of patent infringement. Well-funded and sophisticated PAEs take advantage of community banks 
with limited resources and little patent experience, and have amassed significant “licensing” fees 
from banks literally for the cost of mailing a threatening letter. 

A recent example of this involves a PAE known as Automated Transactions, LLC (ATL), which 
targeted banks throughout New England, New York, New Jersey, Georgia, Virginia, Pennsylvania, 
in addition to an ever-growing number of states. ATL claims that transactions facilitated by the use 
of the banks’ ATMs infringe one or more of its patents. What ATL failed to mention, however, is 
that several of ATL’s claims have been invalidated by courts. In particular, the Supreme Court 
denied certiorari on ATL’s appeal of an April 23, 2012, decision by the Federal Circuit to affirm a 
ruling by the Board of Patent Appeals and Interferences invalidating several of ATL’s patent 
claims.’ Despite this, the company continues to assert those patents and sue banks across tlie 
country, including banks that do not even have ATMs." While ATL is only one of many different 


* See, In re Transaction Holdings, Ijd., LLC, 484 Fed. .Appx. 469 (Fed. Cir. Apr. 23, 20l2)(Not selected for pul>lication in the 
[-'edetal Reporter, NO. 2011-1361, 2011-1492), and reh’g en banc denied (fuly 2, 2012), cert, denied Transaction Holdings, Ltd. 

K 133 S.Ct. 955 Q-an. 14, 2013). 

~ See, generally Automated Transactions, JJ..C v. 7~FJepen and Card/renics USA, Inc, No. l:13-md-02429-SLR (D.DE) (2013); ji?^ 
alro Automated Transactions, LLC v. Mascoma Savings Bank, No. t:13-cv-00503-SLR (D.Dii) (2013)(l)ank.s located in NH and 
YT)-, Automated Transactions, LLC v. Norihfield Savings Baak,'Ho. l:13-c\'-00504-SLR (D.DF..) (2013) (bank located in \'T); 
Automated Transactions, LI..C v. Hew England Fed. Credit Union, No. l:13-c\'-00505-SLR (D.DIi) (2013) (credit union located in 
Automated Transactions, LLC v. Heritage Family Credit Union, No. l:13-c\^-00506-SLR (D.DE) (2013) (credit union 
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entities that operate as PAEs filing frivolous patent infringement cases against all industries, ATL’s 
tactics and efforts are a prime example of the problem banks and other companies face, primarily 
with regard to vague and threatening demand letters. An example of ATL’s demand letter is 
attached to this testimony in redacted fonn. 

We are pleased that members in both the House and Senate — including a number of members of 
this Committee^ — have sponsored legislation intended to alleviate some of the incentives that drive 
abusive litigation by patent PAEs and we strongly support legislation to correct these abuses. In 
particular, S. 1720, introduced by Chairman Leahy and Senator Lee, includes several provisions that 
could potentially deter patent trolls from sending abusive demand letters, but we hope that these can 
be strengthened as the process moves forward in the Judiciary Committee and the Senate, in 
particular by requiring them to be more “transparent” by providing greater details about the alleged 
patent infringement. 

In addition, a demand letter registry available to the public should be created at either the PTO or 
the Federal Trade Commission. Any entity that sends more than 10 demand letters in a single year 
should be required to enter them into the registry. This would provide the FTC and other agencies 
with the information needed to identify and take action against PAE’s that arc sending abusive 
demand letters. It would also allow those targeted in the letters to more effectively form joint 
defense groups by pooling their knowledge about certain trolls, identifying counsel familiar with 
those trolls and potentially reduce defense costs. It is vitally important that strong language dealing 
with abusive demand letters is included in final legislation enacted into law. 

Legislation seeking to remedy abusive activities by patent trolls must also deal effectively with a 
pervasive dilemma facing “end users.” End users are purchasers of products from vendors that 
actually use the final product. This includes embedded teclinology such as software that 
accompanies a product. Financial institutions, such as banks, arc, in almost all circumstances, end 
users of technology and should not be threatened with infringement simply for buying something in 
good faith from a vendor. Simply purchasing a product and using it in the way that was intended by 
the manufacturer, distributor, or producer should not warrant a lawsuit by a third party claiming a 
patent violation. This theory turns jurisprudence on its head and is a direct threat to businesses 
across all sectors of tlic U.S. economy. 

There must be meaningful reforms to provide a solution to the problem faced by end users. 
Specifically, there should be mandatory joinder or at least a "right of contribution” added to patent 
law to help put in place a more equitable distribution of liability between end users and suppliers. 

There are several other provisions that should be included in patent troll legislation. In particular, 
we share the views of others in the financial services industry that section 18 should be made a 
permanent rather than a transitional program and it could be improved further by granting the PTO 


located in Automated Transactions, LlXi, v. Automated Transactions, LLX', v. New York Community 'Bank, No. l:13-cv' 
00591-SLR (D.DE) (2013) ([>ank located in New York). 

^ See The Patent Quality Improvement Act of 2013, S.866, 113th Cong. (2013) (introduced by Senator Schumcr); The Patent 
Abuse Reduction Act of 2013, S.1013, 113fh Cong. (2013) (introduced by Senator Comyn); and The Patent Litigation 
Integrit}- Act of 2013, S.16I2, T13th Cong, {introduced by Senator Hatch). 
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discretionary authority to waive the filing fee for these proeeedings to encourage its use by smaller 
institutions. To discourage vaguely worded demand letters, it is also important for the Committee 
to clarify the intent of Congress in enacting Section 1 8 as part of the AIA that a demand letter or 
other pre-litigation communication suggesting that infringement has occurred constitutes an 
accusation of infringement giving rise to a real and substantial controversy for purposes of a Section 
1 8 review. 

To further discourage abusive litigation, S. 1720 should also include provisions to allow the courts 
the discretion to shift the costs of litigation to the prevailing party and to require bonding to assure 
that parties are able to meet this obligation. We are concerned that the bill as introduced requires 
PTO to conduct claims construction proceedings in a manner similar to the federal courts because 
this shift away from the current “broadest reasonable interpretation” could weaken PTO’s ability to 
invalidate or narrow-low quality patents. We look forward to working w'ith the Committee on these 
and other issues as legislation is developed. 

Abusive patent litigation is a serious problem for the U.S. economy, businesses, and banking 
institutions of all sizes. We strongly support your efforts to end abusive patent litigation and look 
forward to working with members of the Committee to address these matters. 


American Bankers Association 
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The American Institute of Certified Public Accountants (AICPA) would like to thank Chairman 
Leahy, Ranking Member Grassley, and members of the Committee on the Judiciary for the 
opportunity to submit this statement for the record of the hearing on the Patent Transparency and 
Improvements Act, S. 1720, held on December 17, 2013. 

The AICPA is the world’s largest member association representing the accounting profession 
comprised of over 394,000 members in 128 countries and a 125-year heritage of serving the 
public interest AICPA members represent many areas of practice, including business and 
industry, public practice, government, education and consulting. The AICPA sets ethical 
standards for the profession and U.S. auditing standards for audits of private companies, 
nonprofit organizations, federal, state and local governments. It develops and grades the Uniform 
CPA Examination and offers specialty credentials for CPAs who concentrate on personal 
financial plarming; fiaud and forensics; business valuation; and information technology. 

We applaud the Committee’s efforts to address the increasing problem of abusive patent 
litigation. The AICPA has for many months urged Congress to take swift action on patent 
reforms as it pertains to fiivolous patent litigation initiated by some Patent Holding Companies 
(PHCs) and Patent Assertion Entities (PAEs), more conunonly known as patent trolls. 

As you know, PHCs/PAEs are entities which acquire patents with a goal of finding inventors and 
companies that the PAE claims are infringing one or more of their patents. (It should also be 
noted that some patent aggregators license their aggregated patents to corporations to defend 
against patent litigation, not to initiate it). PAEs license patents without actually manufacturing 
or using the patented service or product. As President Obama has explained, these companies 
“don’t actually produce anything themselves’’ and instead develop a business model to 
“essentially leverage and hijack somebody else’s idea and see if they can extort some money out 
of them.” 

Some PAEs are bringing lawsuits against companies regarding patent infringement for mimdane 
daily uses of technology, including document scanners, podcasts and Wi-Fi networks. Federal 
Trade Commission Chairwoman Edith Ramirez has noted that patent trolls file half of their 
lawsuits against non-tech companies that simply have IT software embedded in their products. 

In the last two years, the number of lawsuits brought by PAEs has nearly tripled, and account for 
62% of all patent lawsuits in America, according to a recent White House study. All told, the 
victims of PAEs paid $29 billion in 2011, a 400% increase from 2005. 

S. 1720 builds on the reforms that were made during the last Congress in the America Invents 
Act. We commend Chairman Leahy and Senator Lee, the bill’s sponsors, for acknowledging that 
abusive patent litigation is a drag on our economy. 

AICPA member firms and state CPA societies are among the many small- and medium-sized 
businesses that have been targeted by PHCs. Many of our members report that they have 
received letters from licensing entities of a PHC. The letters indicate that the member has been 
identified as one that may be using patented technology, and that the purpose of the letter is to 
begin discussions regarding the need for the purchase of a license to use the patented 
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technology. The alleged patent infringement relates to processes and systems involving using a 
copier or scanner to scan and email a document to a computer or other location. 

The letter also includes information that the PHC has had a positive response from the business 
community to its licensing program and that most businesses are interested in t aking a license 
promptly. If the member refuses to pay a license fee (some demands are for $1000 per employee) 
or ignores the letter, the PHC, via its attorney, threatens to bring legal action in federal court to 
enforce its patent ri^ts, which includes attaching a draft complaint for patent infringement. 

Because many smaller businesses do not have the legal resources to contest such challenges, the 
vast majority of PAE lawsuits are settled out of court. 

hi response to this growing problem - which some have characterized as litigation extortion - we 
favor legislative reforms to the patent system that protect off-the-shelf use by consumers and 
businesses, reduce costs and hurdles to defend against PAEs, increase transparency about PAEs, 
and shift costs to PAEs for unsuccessful litigation. 

Let me discuss each of those guiding principles in greater detail. 

Protect “off-the-shelf’ use bv consumers and business 

This principle, in part, aspires to force the dispute to concern the proper parties; patent owner vs. 
supplier (rather than the user). It would stay judicial proceedings against consumers when a) 
infiingement suit has also been brought against a vendor, retailer, or manufacturer or b) 
declaratory judgment action has also been brought by a vendor, retailer, or manufacturer. And it 
may allow alleged infringers to potentially pool resources with others who receive similar letters 
and determine whether to form a common interest group or collectively leverage a common 
supplier. 

More readily available challenges or defenses for small businesses / individual 

This principle involves a proposal for an alternate tribunal for small business or “Main Street” 
customers that is cheaper and faster. To qualify, an entity would have to satisfy some 
qualifications of less than a given number of employees and operation of product only in an off- 
the-shelf use. Quicker adjudication would reduce costs to a challenger. There would be potential 
cost shifting to the patent owner for successful micro-entity challenge in a IPR or PGR 
proceeding if a suit has been initiated or a demand letter has been sent. There would be a refund 
of filing fees and reasonable attorney fees to the micro-entity for a successful challenge. 

Greater transoarencv in the entity asserting the patents 

“Real Party in Interest” provisions relating to ownership of patents would be required at the U.S. 
Patent Office, in court, and in demand letters. It would require disclosure of more than a holding 
company. This would allow recipients to better identify a patent owner and pool resources if a 
common real party in interest. 
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Cost-shifting to patent holding companies fPHCl for unsuccessful litigation. 

A PHC that is a losing party would ultunately pay a defendant’s costs and fees, under this 
principle. It would require a fine-tuned definition of “PHC” - no operations, size of company, 
assets, not original inventor. This would not prevent demand letter campaign activity, but there 
would some protection for an alleged infiinger in the event a suit is filed. 

Together, those four principles represent a solid foundation in refonning the patent litigation 
system, and we are pleased that several of the principles are addressed in S. 1720. 

The AICPA appreciates the attention that Chairman Leahy and members of the committee have 
given this growing problem. Stopping this drain on the American economy will require swift 
action. Of course, no single piece of legislation will end all abuses of the patent system. But by 
following the four principles outlined above, we can put a stop to the most egregious actions of 
PHCs. 

We are pleased to support the overall intent of S. 1720, specifically the provisions in the 
legislation that pertain to the principles as outlined above. We stand ready to continue to work 
with Congress on this matter that is so crucial to jobs, irmovation, and our economy. 

Thank you. 
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My name is Krish Gupta, and I am Senior Vice President and Deputy General Counsel for EMC 
Corporation. I would like to thank Chairman Leahy, Ranking Member Grassley, and Members 
of the Senate Judiciary Committee for taking on the important issue of abusive patent litigation, 

Eleadquartered in Hopkinton, Mas.sachusetls, EMC is a global leader in cloud computing as well 
as data storage, backup and recoveiy' systems. 

EMC has a keen interest in seeing that our patent system is rational, fair, and evenly balanced. 
We create many innovations and look to the U.S. patent system to protect those innovations and 
the jobs that result from them. We have more than 3,600 U.S. patents. 

Since 2005, EMC has been sued by PAEs over 30 times and has never been found to have 
infringed. As a matter of principle we don't settle frivolous suits. But defending those suits has 
cost us millions and has caused great disruption of our business, requiring our employees to shift 
their attention from designing new products and growing the business to sitting in depositions or 
going to court. EMC is not alone in this regard. 

Randall Rader, Chief Judge of the United States Court of Appeals for the Federal Circuit, 
recently co-authored a New York Times op-ed de.scribing the current state of the patent litigation 
system: 

The onslaught of litigation brought by “patent trolls " — who typically buy up a slew of patents, 
then sue anyone and everyone who might be using or selling the clamed inventions — has 
slowed the development of new products, increased costs for businesses and consumers, and 
clogged our judicial system... 

In the meantime, vexatious patent litigation continues to grind through our already crowded 
courts, costing defendants and taxpayers tens of billions of dollars each year and delaying 
justice for those who legitimately need a fair hearing of their claims. 

These “vexatious” plaintiffs, as Judge Rader calls them, “filed the majority of the 4,700 patent 
suits last year — many against small companies and start-ups that often can’t afford to fight 
back.” 

For EMC, a typical PAE suit involves a .shell company, with secret backers, created solely to file 
suits. The PAE often sues EMC and dozens of companies in separate suits that get consolidated 
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for pretrial purposes. The complaint is often vague and provides little information about the 
specific infringement allegations. 

When eases are consolidated, we lose some of our due process rights. We are forced to 
compromise on defense strategies, and incur additional legal fees in coordinating with others. 
Furthermore, PAEs try to pressure us into settlement by demanding thousands of documents and 
emails during discovery, most of which are irrelevant to the suit and costly to produce. If w'e 
want a decision on the merits, we have to typically wait two years, spend millions, and endure 
massive business disruption. Meanwhile, the PAE has nothing to lose, with lawyers 
on contingency and a steady income stream from defendants who have settled along the 
way. Faced with these choices most defendants cave and are forced to settle, but we don’t. 

EMC strongly supports patent litigation reform efforts that would effectuate five key goals: 

First, PAEs should have something to lose when they file meritless suits. W^e believe a fee 
shifting provision along the lines of those included in S. 1013, the Patent Abuse Reduction Act 
of 2013, introduced by Senator Comyn (R-TX) and cosponsored by Ranking Member Grassley, 
or S. 1612, the Patent Litigation Integrity Act, introduced by Senator Hatch (R-UT), will strongly 
discourage the filing of frivolous suits. 

Second, the playing field needs to be leveled by requiring disclosure of the real party in 
interest and permitting joinder of that party. S. 1720, the Patent Transparency and 
Improvement Act of2013, introduced by Senators Leahy (D-VT) and Lee (R-UT), contains 
strong transparency provisions but we should take this opportunity to ensure that entities with a 
financial interest in a lawsuit are not able to operate in secrecy. They should be part of the suit, 
subject to counterclaims, and liable for attorneys’ fees for frivolous suits. 

Third, there is a need to strengthen the specificity in pleadings for patent infringement 

cases. Defendants should not have to bear the high cost of discovery, simply to find out some of 
the most basic facts about the patent in question. W'e believe that a strong heightened pleading 
provision along the lines included in S. 1013 will vastly improve the quality of those suits 
brought in our patent judicial system by ensuring that a plaintiff has in fact conducted pre-suit 
diligence and has a real basis for filing suit. 

Fourth, we need greater certainty in discovery in patent eases. Discovety has become a 
significant weapon in tlie arsenal of PAEs to try to extort cost-of-litigation settlements in 
meritless cases. In a speech to the Eastern District of Texas Judicial Conference, Chief Judge 
Rader observed that discovery costs in intellectual property cases were almost 62% higher than 
in other cases and that, based on one analysis, “.0074% of the documents produced actually 
made their way onto the trial exhibit list — less than one document in ten thousand,” And “email 
appears even more rarely as relevant evidence.” Yet despite the irrelevance of most documents 
produced in discovery, PAEs still use the threat of exorbitant discovery costs to increase the 
incentives for large companies to settle. Injecting greater balance into the discovery process. 
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which prevents abusive discovery demands in an attempt to drive up the costs, will ensure that 
smaller businesses have the choice to fight a case rather than settling simply to avoid the greater 
of two legal cost burdens. 

Fifth, we need to protect end user customers by providing explicitly that a manufacturer 
can intervene on hehalf of and stay a case against a customer. PAEs sue customers in order 
to pressure manufacturers to settle. We applaud the inclusion of such a provision in Senator 
Leahy and Lee’s bill and believe that it is a common sense approach that will curb this 
particularly egregious tactic. 

In conclusion, EMC believes that patent litigation reform must be enacted to restore 
accountability and balance back into the system to alleviate the unfair burdens that PAEs are able 
to put on hardworking companies that are the life-blood of our economy. We believe that reform 
legislation is essential to protecting America’s position as the most innovative nation in the 
world. We stand prepared to help in any way we can to bring a bill to the President’s desk in 
short order. 

Thank you. 
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Chairman Leahy, Ranking Member Grassley and members of the Senate Judiciary 
Committee, on behalf of the National Retail Federation (NRF) and its divisions the National 
Council of Chain Restaurants and Shop.org, I appreciate the opportunity to submit this written 
statement to the Committee in connection with its hearing entitled "Protecting Small Businesses 
and Promoting Innovation by Limiting Patent Troll Abuse" held on December 17, 2013. 

NRF is the world’s largest retail trade association, representing discount and department 
stores, home goods and specialty stores. Main Street merchants, grocers, w'holesalers, chain 
restaurants and Internet retailers from the United States and more than 45 countries. Retail is the 
nation’s largest private sector employer, supporting one in four U.S. jobs - 42 million working 
Americans. Contributing $2.5 trillion to annual GDP, retail is a daily barometer for the nation’s 
economy. Retailers create opportunities for life-long careers, strengthen communities, and play a 
critical role in driving innovation. 

Retailers and Main Street Businesses are Significantly Impacted by Patent Troll Lawsuits 

Members of the National Retail Federation appreciate the attention the Committee is 
paying to the issue of abusive patent litigation and its harmful effect on competitiveness and 
innovation. Many retailers are using capital resources to settle with or fight patent trolls’ 
infringement claims that they would otherwise u.se to invest in their businesses, engage in their 
communities, and create jobs. 

Retail, at its core, is a highly competitive industry, and many retailers are using 
innovative technology creatively to expand and grow their businesses. Patent trolls, who arc not 
investing in technological innovation, providing jobs or giving back to their communities, 
employ tactics that cut at the heart of this growth and ingenuity. 

In recent years, hundreds of retailers have contacted NRF about this issue because they 
have been, or are currently, the target of patent trolls’ abusive litigation practices. The threat 
typically comes from firms whose business model is buying obscure patents which are about to 
expire and then either licensing the patents to retailers through the threat of litigation or filing 
lawsuits in an effort to force a settlement. Often retailers will choose to pay the licensing fee 
because patent litigation is prohibitively expensive. 

Patent trolls sued more non-tech Main Street companies than tech companies in 2012.’ 
Patent trolls employ a strategy that focuses on businesses such as retailers and restaurants 
because the businesses that “use” technology, but don’t manufacture it, are more numerous. One 
manufacturer or vendor may supply a product or service to thousands of retail end-users. Thus, 
there are many more entities from which to demand a royalty. The end-user retailers are also 
easy prey because they lack the legal resources and in-house expertise to fight complex patent 
infringement claims. Compared to high tech companies, retailers typically operate on thin profit 
margins. Patent trolls, knowing that retailers lack technical expertise, retail stores operate on 
thin margins, and patent litigation is exorbitantly expensive, will often price a settlement demand 


Colleen Chien, “Patent Trolls by the Numbers,” PatenUy-0, March 14, 2013. 
hiip://w\vw.paleinjvo.coiri/paient/2()i 3/03/chien-palcnt-(roHs.html 
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(which may still be in the millions) below the cost of litigating, effectively blackmailing a 
retailer into settlement. This is an abuse of the system. 

Patent trolls assert infringement claims covering the use of technology in all areas of e- 
commerce and mobile retailing because their claims are based on broad concepts and general 
business methods (such as operating a retail business “online”) rather than specific software 
innovations. This approach is especially damaging to retailers, who are embracing new 
technology and groundbreaking innovation to better serve their customers. 

For example, MacroSolve Inc. has filed numerous suits related to violating U.S. Patent 
No. 7,822,816, which is a method patent covering the process that many businesses have used to 
develop their mobile apps. They have sued technology companies, service providers and end- 
users, including retailers. Over half of the defendants have settled, and the details have not been 
released, MacroSolve claims their patent covers thousands of apps as well as those yet to be 
developed.^ This is of great concern to retail businesses, which increasingly rely on mobile apps 
as part of their omnichannel presence in the marketplace. 

Trolls’ claims not only affect e-commerce applications but also affect the operations of 
traditional “brick and mortar” retail stores. Some examples of the latter are claims that purport 
to cover the printing of receipts at cash registers, the sale of gift cards, and the connection of any 
device (such as a computer or printer) to an Ethernet network. 

These cases rarely go to trial because the damages claims are so exorbitant, and the 
prospect of relief tlirough litigation so time-consuming, that retailers make a business decision to 
settle, rather than litigate, ft has been reported that trolls lose 92 percent of cases that proceed to 
merits judgments, but, as noted, it is infrequent that a defendant has the fortitude to litigate.^ 
Smaller retailers may find themselves particularly ill-equipped legally or financially to defend 
themselves from abusive claims, and dealing with these claims certainly inhibits their ability to 
innovate and grow. 

The exorbitant costs associated with seeing a court case through to final adjudication are 
startling for retailers, especially small businesses. We have heard from our members that they 
spend as much as one million dollars or more annually on patent troll-related expenses and 
settlement agreements. These expenditures and the employee hours diverted to fighting patent 
trolls are precious capital resources that retailers would rather reinvest in their businesses. 

The recent case of Soverain v. Newegg demonstrates the many costly steps involved in 
litigating a patent case and the enormous economic impact that just one patent troll can wreak on 
an industry. Beginning in 2004 and continuing up through 2012, Soverain has filed numerous 
suits against dozens of retailers alleging that the basic check-out technology used by nearly all 


’ Robert Evatt, “MacroSolve adds Wal-mart to li,st of patent lawsuits,” Tulsa World, February 8, 2012. 
httn.://w ww.mlsavvorld.com/sile/nrinterfrieiidlvslt>rv.asnx?arliclcidrr2ni 20208 52 El J.sa.sal2 .SSI 94&PrintCoTmi-ieiil 
s=l 

John R. Allison, Mark A. Letnley, and Joshua Walker, Patent Quality and Settlement Amon^ Repeat 
Patent Litigants, 99 Geo. L.J. 677, 694 (201 1). 
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websites infringe its patents'*. One large retailer is reported to have settled the first suit for $40 
million because of the fear of jury verdicts in that era in the Eastern District of Texas. Numerous 
other settlement amounts are unreported, but in a subsequent suit, an Eastern District of Texas 
jury awarded damages of almost $18 million against two other national brands. 

In 2007 Soverain sued Newegg, which decided to fight back. The case went to trial three 
years later in April of 20 1 0 and resulted in a judgment of $2.5 million against Newegg. But 
Newegg decided to appeal to the Federal Circuit, and on January 14, 2013, more than five years 
after the suit against it was first instituted, it obtained a judgment in its favor, reversing the lower 
court judgment and declaring the patents invalid due to obviou.sness. Although Newegg has won, 
it took more than five years and millions of dollars in attorneys' fees. 

The Newegg case is just one example of the broad infringement claims trolls are asserting 
against retailers. There are over one million software patents in the United States. Many 
software patents contain broad concepts dealing with Internet functionality and have 
extraordinarily vague claims. 

Troll cases in federal district court have resulted in the waste of extensive judicial and 
party resources. NRF is concerned that, fueled by the eBay decision and certain portions of the 
America Invents Act (AIA) of 201 1 , these abuses will simply be replicated in short order at the 
ITC.' Accordingly, NRF believes that preventative steps should be taken so that this does not 
occur. 

NRF Support for Patent Legislation 

NRF is engaged in discussions with Members of the Committee and Congress to address 
the abusive litigation practices patent trolls utilize. Retailers support the Patent Abuse Reduction 
Act, Patent Quality Improvement Act and Patent Litigation Integrity Act. These bills would help 
deter frivolous litigation. 

The AIA, whieh the President signed into law in September 2011, established a Patent 
and Trademark Reserve Fund. The United States Patent and Trademark Office (USPTO) is 
required to deposit all patent and trademark fees collected in excess of the annual appropriation 
amount into the fund. The provision also provides for authorization to spend all fees deposited 
in this fund in the USPTO’s annual appropriations. The AIA also establishes a provision 
requiring patent fees to be used only for patent operations, including a share of administrative 
expenses.* 

Despite these significant changes to the funding structure of USPTO to alleviate the 
backlog it faced, we feel USPTO needs more funding so they are able to review patents more 


“ Joe Muliin, “How Newegg Crushed the “Shopping Cart” Patent Troll and Saved Online Retail” ArtsTechnica.com. 
January 27, 2013. 

b.!r.U7'//urslcc hnica.cornAech-policv/20] ■VOl/how-nevvcgir-crusheJ-thc-shiJppin^-cart-pateiU-and-s a vcd-online-reiail/ 

^ eBay Inc. v. MercExchange, LLC., 547 U.S. 388 (2006). 

" USPTO.gov 
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thoroughly and expeditiously. Providing the USPTO more resources will reduce the backlog of 
examinations, produce better quality patents, and help retailers, technology firms and other 
defendants fight back against patent trolls’ broad and baseless claims. 

While the proposals are laudable, the top priorities for retailers in patent litigation reform 
are demand letter transparency and customer stay provisions. We appreciate the interest in 
addressing demand letter transparency and ai'e encouraged to see a provision focused on bringing 
greater disclosure in demand letters included in S. 1720. We do, however, have serious 
reservations about the effect of the language in the customer stay provision included in S. 1720. 

The Necessity of Customer Stays in Patent Troll Litigation 

An important goal of patent litigation reform is to protect Main Street businesses who are 
customers of products, systems and business methods from the abusive litigation practices of 
patent trolls. When Main Street businesses do muster resources to fight back against frivolous 
patent troll lawsuits that tlireaten their operations, trolls should not be permitted to extend their 
customer cases out longer than necessary while a separate case is brought by the manufacturer to 
contest the troll’s baseless allegations. For these reasons, obtaining an effective customer stay 
provision in patent reform legislation has been among the retail industry’s highest priorities. 

The granting of a stay in patent litigation, under common law, evolved from courts’ 
recognition that the manufacturer had superior access to the evidence and witnesses needed to 
litigate the disputed claims, and that the customer had virtually no access to that evidence. 
Because the company with the best information and ability to litigate a patent suit is the 
manufacturer, the common law stay permits the cases against the customer to be put on hold 
while manufacturers litigate the key issues in a case about one of their products, processes, or 
systems. The common law stay does not later disadvantage the customers if they do eventually 
have to continue litigation with the troll at the conclusion of the manufacturer suit. 

While many Federal district courts have granted common law stays to cu.stomers in the 
circumstances where a manufacturer brings a separate lawsuit against a patent troll, the courts 
are inconsistent in their application of the law. In particular, some Federal districts rarely grant 
stays of customer suits, even where the manufacturer is in litigation with the patent troll over the 
validity or non-infringement of the very same patent or patent.s on which the troll is basing its 
claims against customers of the manufacturer for using the allegedly infringing technology. This 
is the case with many patent troll suits directed at retail customers, who have been denied 
motions to stay patent trolls’ cases pending the outcome of the separate suits between the 
manufacturers and the patent trolls. Denying stays for customers in these cases only benefits the 
troll, and in many cases, forces the customer to settle given the prospect and cost of lengthy 
patent litigation. Those customer settlements, in turn, provide the patent troll with the financial 
resources to continue to harass and sue other unsuspecting customers. 

On these grounds alone, we believe the Committee is justified in crafting patent litigation 
reform legislation that brings consistent application of stays in cases where they are needed the 
most - when the manufacturer has already filed their own lawsuit against the patent troll and is 
in the best position to defend against the allegations of validity or infringement over their 
technology that the customer is using. While the stated beneficial purpose of the customer stay 
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provision in S. 1720 is to restore balance to the patent system by providing stays of patent troll 
suits against customers in these cases, the bill’s customer stay language falls short of this goal 
unfortunately; and the provision, as drafted, will actually make it harder for retailers and other 
Main Street businesses to defend themselves from abusive patent troll litigation. 

Specific Concerns with Customer Stay Provision in Section 4 of S. 1720 

Our members have advised us that they will likely never seek a stay under the language 
of the customer stay provision in Section 4 of S. 1720, as drafted, because it introduces new and 
incalculable risks into patent litigation for Main Street businesses in exchange for the 
opportunity to obtain a stay under this provision. A provision that intends to bind a 
manufacturer’s customers to any decisions in the manufacturer’s separate lawsuit against the troll 
(in which the customer had no opportunity to protect its own interests) is completely contrary to 
the large body of current law known as the doctrine of collateral estoppel (CE). 

The application of nonmutual CE after the entering of a stay in a customer suit already 
balances the interests of all parties today, as it pennits the plaintiff to preclude issues from 
relitigation in the customer suit so long as the plaintiff satisfies the elements of nonmutual CE. 
Section 4 of S. 1720, however, would provide an automatic stay of customer suits when a 
manufacturer has a separate suit with the patent troll on the same patent, provided certain 
requirements for its use are met that arc not requirements under common law stays. 

Furthermore, under Section 4, a plaintiff would not have to satisfy all of the elements of 
nonmutual CE in order to bind the customer to certain decisions in the manufacturer suit. In 
essence, section 4 would create a prospective, offensive pseudo-CE “effect” against the customer 
who seeks the stay, as indicated in staff’s scction-by-section analysis which was released when 
S. 1720 was introduced. 

While Section 4 of S. 1720 may be based on some “principles” of CE, it is not the 
complete doctrine of CE itself, and thereby creates a lower hurdle in the statute than exists in 
common law today for patent trolls to affect the desired offensive pseudo-CE “effect” of binding 
the customers in their cases. The troll would be encouraged to use this section 4 requirement as 
an “offensive” weapon to bind the customer to any issue determination in the case between a 
troll and the manufacturer, without ever having to meet the balanced, common law test for 
nonmutual CE. 

Furthermore, one of the proposed requirements to obtain a stay under Section 4 is for the 
manufacturer and the customer to consent in writing to the stay before it could be granted. This 
is not required in common law stays that customers seek after the manufacturer has filed a 
separate suit against the troll. In common law stays, the manufacturer first determines whether 
to bring an action against a troll. S. 1720’s stay provision would not alter this situation for the 
manufacturer, as the customer could not force the manufacturer under this provision to bring an 
action against the troll. It is therefore not necessary for the protection of the manufacturer to 
require that the manufacturer and customer consent in writing to a stay. Rather, that language 
benefits the patent troll by providing it with a legal argument that the customer is “in privity” 
with the manufacturer in the manufacturer’s suit, which would bolster the troll’s claim that the 
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customer should be bound in customer suits to the same extent as the manufacturer would be on 
issues it litigates with the manufacturer. 

It is clear to patent attorneys in the retail industry that the proposed construction of the 
customer stay provision in Section 4 of S. 1720 is intended to be understood as a legal 
requirement that is not CE . but something different and that provides less rights for customers 
than they have under the doctrine of CE today. The existing, unaltered doctrine of CE, however, 
is the most appropriate mechanism to govern which issues the customer is baned from 
relitigating, and it already operates to protect a patent holder against duplicative litigation where 
all of the elements of nonmutual CE arc met. 

As Section 4 is currently drafted, the requirements of paragraphs (1) and (3) of proposed 
§299A(b) together pose a substantia] risk to customers that trolls will reach settlements/licenses 
with manufacturers that do not protect the customer, while arming the troll with an automatic and 
undefined “binding” effect of decisions made in the manufacturer case. Trolls routinely claim 
that settlemenEliccnse agreements with manufacturers do not exhaust their claims, leaving 
customers on the hook to continue to defend these claims. With the requirements of §299A(b) in 
place, trolls would be incentivized to enter into low-cost settlements with manufacturers that do 
not protect customers because the trolls can continue to assert claims of infringement against the 
customers after the stay is lifted with greater leverage than they would have under existing law to 
preclude issues from being contested by the customer. 

Our frustration with the customer stay provision in S. 1720 is that the stated purpose of 
the provision - to give retailers and other Main Street businesses relief from patent trolls by 
automatically staying the trolls’ suits against them - is undeniiined by the additional language of 
the provision explicitly intended to bind retailers to decisions made in tire manufacturers’ cases. 
This language is not necessary to the automatic stay language and would weaken a retailer’s 
position against a troll rather than strengthen it. Despite the stated purpose of helping customers, 
the language intentionally couples the sought-for automatic stay provision with a severe penalty 
for customers availing themselves of it. 

Additionally, for customers who seek stays of patent troll suits outside of the Section 4 
provision of S. 1720 (if it were to be enacted in the form as introduced), courts may interpret the 
new statutory language as Congressional intent to influence the common law doctrine of CE 
itself, as applied to patent cases, permitting its offensive use against customers by trolls who 
would otherwise not meet all of the requirements necessary to apply nonmutual CE. This would 
create more patent troll litigation against customers, who could be rendered defenseless 
following a manufacturer’s case from protecting their interests in their own case. The 
amalgamation of contradictory e.stoppcl language included in S. 1720 would likely also generate 
years of satellite disputes in the courts as to its interpretation and application. 

Conclusion 

By papering Main Street businesses, including retailers, with broad and vague demand 
letters and filing an endless series of lawsuits against retail end-users alleging the same patent 
infringement claims alleged against manufacturers and service providers of a particular device or 
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technology, patent trolls are able to cast a very wide net that hauls in a lucrative catch. They 
have proven that many of the companies they target will settle given the extraordinarily high 
demands they make and the costs those companies know it will take to fight even the most 
frivolous of alleged claims. For those Main Street businesses that do fight back. Congress 
should not make it harder for them to do so with a customer stay provision that tilts the scales in 
favor of the patent trolls. Rather, it should ensure that any customer stay provision included in 
patent reform legislation achieves its intended effeet of providing retailers, restaurants and other 
merchants the relief they seek in the wake of increasing patent troll litigation targeting these and 
other Main Street businesses. 

Addressing this abusive and growing patent litigation problem with common sense 
reform will help release retailers from the controlling grip on their industry that patent trolls 
currently enjoy. Because the retail industry contributes $2.5 trillion to our nation’s annual GDP, 
removing or even loosening this grip on retailers will allow innovation and growth to flourish, 
and undoubtedly benefit the overall U.S. economy. 

NRF thanks the Committee for their extensive examination of the impact of abusive 
patent litigation and is happy to work with Members of the Committee to find effective solutions 
to curb abusive patent litigation. 
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I. Introduction 

Starwood Hotels & Resorts Worldwide (“Starwood”) is grateful to the Committee on the 
Judiciary for the opportunity to submit this statement for the record for the hearing on protecting 
small business and promoting iraiovation by limiting patent troll abuse. 

Starwood commends Chairman Leahy and the Members of the Committee for their work 
on patent troll abuse legislation and for holding this timely hearing. As we discuss below, patent 
troll abuse has had a negative impact on Starwood specifically and on the travel and hospitality 
industry, among others, in general. 

Starwood is eager to work with the Committee and other industry groups to advance 
reform legislation in the Senate in order for elfective reform measures to promptly become law. 
We offer the following analysis and recommendation with the hope that they will make a 
constructive contribution to the enactment of legislation. 

II. The Impact of Abusive Patent Troll Lawsuits on Starwood 

Starwood, one of the leading hotel and leisure companies in the world, is an owner, 
operator and franchisor of more than 1 1 69 hotels, resorts, vacation ownership properties and 
residences in over 100 countries with the following brands: St. Regisig), The Luxury 
Collection®, W®, Wostin®, Le Meridien®, Sheraton®, Four Points® by Sheraton, Aloft®, and 
Element®. As an industry leader that prides itself on innovation, and a patent holder in its own 
right, Starwood understands and appreciates the role that patents and legitimate technological 
advances play in improving the travel and hospitality industry. However, the dramatic rise in 
opportunistic and abusive patent troll litigation is a significant problem for Starwood and, wo 
submit, for the broader travel and hospitality industry as well as tlie entire US economy. To be 
clear, Starwood is not taking issue with the rights of legitimate inventors with valid patents to 
access the courts to enforce their rights. However, that scenario has not been the problem for 
Starwood, Rather, it is the fairly recent creation of a type of patent marketplace where 
individuals and enterprises, without a direct connection to the actual inventors, are buying and 
asserting patents and using the threat of costly patent litigation to monetize their investments. 
Starwood believes additional patent reform is most urgently needed to address this type of patent 
trolling behavior. 

The impact of abusive patent troll litigation on Starwood has been significant. Since 
2011, Starwood has been sued for patent infringement in nineteen (19) separate cases (before 
201 1 Starwood had only been sued for patent infringement a total of four (4) times). In all but 
very few of these cases, those asserting the patents against Starwood are patent monetization 
enterprises that use the threat of litigation to try to extract settlements. In most cases, Starwood 
is only one of dozens, or even scores, of companies across various industries targeted by patent 
trolling entities. 

One reason that the targeted companies in these cases are so diverse is that the patent 
trolls are asserting broad patents that they claim apply to common technology rarely unique to 
any one company or industry. In the eases against Starwood, the patent trolls have targeted e- 
commerce, website functionality, mobile applications, and wireless internet, among others: 
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systems used to benefit consumers. Typically, the technology at issue is not developed by 
Starwood (or the other defendants), but is purchased or licensed from a software developer or 
hardware manufacturer. As a result, those with the detailed knowledge of ho w the accused 
systems work are usually the third-party suppliers who often are not defendants in the litigation. 

Why are patent trolls not suing the suppliers along with the end users? In Starwood’s 
experience, there are at least three reasons. First patent trolls recognize that end users of 
technology are at a disadvantage when it comes to analyzing the accused products for non- 
infringement and identifying prior art that might invalidate the patent in a field w'here the end 
users, like Starwood, are not w'ell versed. Second , the patent trolls also recognize that the 
suppliers of technology are highly motivated to defend their products, which are often central to 
the suppliers’ business. The suppliers’ motivation brings resources and resolve that ean thwart 
the patent trolls’ plan to obtain settlements from multiple end users. Third , as a function of 
patent damages law, if a supplier does not prevail and either takes a license or pays a judgment, 
the ability of the patent troll to obtain additional remedies from the end users of technology can 
be exhausted. Therefore, patent trolls prefer to target end users like Starwood because resolution 
or settlement of a claim against the end user typically does not impact the troll’s ability to target 
other end users or eventually the supplier. 

All of these issues and obstacles for defendants create an opportunity for patent trolls to 
take advantage of the significant costs of litigation by targeting end user companies with patents 
of dubious validity within a judicial system that provides little chance of resolution before trial. 
This means that patent litigation can be extremely expensive both in terms of legal fees and costs 
associated with the defense, but also in terms of the companies’ internal resources that must be 
directed tow'ard assisting with the defense. Instead of spending their time growing Starwood’s 
business and improving the customer experience, internal Starwood IT, marketing, and finance 
professionals are spending countless hours assisting counsel with discovery and other litigation 
tasks related to defending mcritless patent lawsuits. Under the current system where costs are 
typically borne by the party incurring them, companies like Starwood are often forced to make 
strategic decisions based not on the merits of the patent claim but rather on the costs associated 
with defending those dubious claims. Starwood believes that additional patent refomi is urgently 
needed to help put the focus on the merits of the claims and to address the most egregious abuses 
of the cuiTent system by these trolls. 

III. Propo.sed Reforms 

Starwood generally supports the reforms identified in the House bill and those identified 
during the recent Senate hearings. However, there arc several proposals that Starwood believes 
are most urgently needed and w'ould have the most positive impact on the abusive patent trolling 
behavior Starwood is facing. 

• Fee Shifting/Bonding 

As noted above, the high cost of defending against patent claims leads to much of the 
opportunistic patent troll behavior. The current proposal to award prevailing parties their legal 
fees in patent troll cases strikes an appropriate balance. The fee shifting provision would, in 
effect, use the cost of patent litigation to curb abuses, rather than foster them. If faced with a 
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scenario where the patent troll will be forced to pay for the defense if it loses, we are confident 
that patent trolls will not assert as many dubious patents. Moreover, if Starwood will be entitled 
to its fees should it prevail, we will be even more motivated to test the merits of the patent claims 
when we believe they lack merit. However, Starwood also is concerned that because the patent 
trolls arc usually a complex web of shell companies who lack any assets beyond the patent itself, 
some type of bonding is required to make sure the patent troll will be able to pay if the defendant 
prevails. Starw'ood strongly supports the adoption of fee shifting and bonding to help address the 
significant problems caused by the cost of defending against abusive patent claims. At a 
minimum, the fee shifting and bonding provisions should apply in the egregious cases such as 
when patent trolls target end user customers. 

• End User Customer Stays 

The proposals under consideration providing for stays of cases against end user 
customers in favor of cases against suppliers provide a common sense approach to address a 
significant problem facing Starwood and others similarly situated. The patent troll tactic of 
asserting patents against end users is a transparent and abusive attempt to take advantage of the 
current system. Instead of permitting multiple eases against numerous end users of a particular 
technology in multiple venues, those end user cases should be stayed while claims against the 
suppliers are resolved, This will alleviate burdens on the judiciary and will provide those with 
the most direct knowledge of the relevant technology an opportunity to defend that technology in 
a single forum. Starwood strongly supports the adoption of legislation that would stay patent 
cases against end user customers in favor of cases against suppliers. 

• Staged Discovery and Cost Shifting 

Starwood also strongly supports the proposals under consideration to (1) stage discovery 
to first focus on Markman proceedings and, (2) to apply cost shifting for discovery in excess of 
core documents. Starwood believes that both of these proposals will have a direct impact on 
curbing the abusive use of discovery to encourage settlement. Instead, and consistent with the 
other proposals Starwood strongly supports, staged discovery and discovery cost shifting will 
help focus these cases on the merits. And, knowing the focus will be on the merits early in the 
case, Starwood is optimistic that patent troll plaintiffs will choose not to assert a good number of 
the meritless and harassing lawsuits Starwood has been forced to defend. 

IV. Conclusion 

We urge the Committee to act quickly and decisively to address the economic damage 
caused by patent trolls’ abusive tactics and hope that this statement will contribute to your 
understanding of the harm that they cause to our industry and how best to stop them. 
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Michael Beckerman and Paul DeRoche: Congress 
should act now to stop patent trolls 

October 28, 2013 01:00 AM 

BY MIC IiAHL BLX.'KBRMAN 

If you’ve heard about patent trolls, you already know that they hurt businesses, drive up prices for eousumers aud are a 
drain on our economy to the tune of $8o billion annually. What you may not know is that they are no longer limitiug their 
targets to software developers aud high-tech companies. Now the trolls are shaking dav\m every tj pe of business, from 
retailers and restaurants to major coiporations and even charities. But by broadening their targets, they've sparked 
momentum for reform to put a stop to tbeir abusive practices. 

They’ve even taken aim at local banks, grocers and rctaile.rs. These companies, which employ thousands of Rhode Islanders, 
were sued for the use of common e-commerce tools and customer loyalh^ programs. The money that these businesses ha^ e 
to spend to defend thcm.sclvcs in court is money Ihej' can’t spend hiring more workers and funding innovation. But that's 
just a glimpse of how large the troll problem has become. 

Businesses targeted by patent trolls are left with two veiy expensive choices. For small and medium-sized businesses, the 
average cost of paving the troll a licensing fee is about $1.3 million dollars. For those same small and medium-sized 
businesses, the average cost of going to court is $1.75 million. So it’s no wonder tiiat many choose to pay the trolls rather 
than fighting them in court. 

Trolls make their living by taking advantage of overly-broad, low-qnaHt>' patents. These often cover everv-day business 
practices like having an online store locator on a website or providing wifi to customers in coffee shops, and many should be 
inv-alid. The proof is that when cases based on alleged infriugemeut of these biisine.sS'methocl patents are tried in court, the 
trolls lose 85 percent of the time. 

According to the White Hotise, trolls sent out more than too, 000 demand letters last year. And it's adding up to real money 
for them, and a .significant drain on our economy. 

As the extent of this problem has become clear, policv-makers arc taking notice. Some states have taken action to stop the 
trolls, but because our patent system is under federal jurisdiction, an effective, comprehensive solution must come from 
Congress, 

Already, a number of bills have been introduced to address this issue in both the House and Senate, and from Democrats 
and Republicans alike. Additionally, President Obama has urged Congre,s.s to make a number of changes to our patent 
system to stop the trolls. 

To be effective, reform must accomplish two goals. First, it must make sure that both parties have something at stake, which 
will change the trolls’ calculus and reduce the number of suits that ultimately go to court. Second, reform must make it 
easier to invalidate low-qualitv' patents that enable abuse. Allowing targets of business-method patents to challenge the 
validity of the patents at the Patent and Trademark Office instead of in court would give victims of patent abuse a less costly 
and more efficient way to fight back. 

Rhode Island busineSsSCS can’t afford to wait any longer for refonn to stop these patent trolls. Wc urge members of Congress, 
and particularly those on the relevant committees of jurisdiction such as Sen. Sheldon Whitehouse (D-R.L), to act with all 
deliberate .speed to pass reforms that .stops patent abuse once and for all. 


Michael Beckerman is the president aud CEO of the Internet Association. Paul DcRoche is director of the Rhode Island 
Retail Federation. 
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Business leaders seek relief 
from ‘patent trolls’ 

11 



patents simply for the purpose of suing. "PBN PHOTO/MICHAEL PERRSON 
By Rhonda J, Miller 
PBN Staff Writer 

11 / 25/13 

David Anderson, president of Skillbuilders, first became acquainted L^ith so-called 
“patent trolls” in 2011. The 19-year-old software company bas6;d in South 
Kingstown has an international client roster. 

“There’s an ongoing case being handled by Oracle Corp. because we’re an official 
Oracle partner and it has to do with an Oracle software product,” said Anderson. 

His firm is hardly alone in Rhode Island in dealing with such companies that 
acquire a patent, often on a widely used technology, then threaten or sue many 
businesses lor patent infringement. 


“We are aware of 15 companies in Rhode Island that have been affected - who have 
had lawsuits filed against them - by patent trolls,” said Kathie Shields, executive 
director of the Tech Collective, Rhode Island’s technology-industry association. 
“Some have settled and some are in litigation. 
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“Patent trolls go out and patent open-source tools and once they ha\'e the patents, 
they go file lawsuits against big and small companies,” said Shields. 

“One example is if you go to a retail online site and put in a zip code to find the 
closest store, the zip code search tool is an open-source plug in,” said Shields. “The 
open-source information is the coding.” 

Patent trolls have been around for about to years, but the frequency of their 
la^vsuits has been escalating, said Shields. 


These shell companies have found states where laws make it easier for them to 
exist, such as Delaware or Texas, so they establish entities there, then sue 
companies across the U.S., said Shields. 

“The biggest imposition is on small companies. They don’t have the money to fight 
or to settle,” said Shields. “With small companies, it’s a threat to the sustainability 
of their business.” 


The challenge for large companies is whether to spend large amounts of money and 
possibly years invoh’ed in litigation fighting the lawsuit by the patent troll, or to 
settle, said Shields. 


“Those who settle end up funding the litigation by patent trolls,” said senior counsel 
and patent attorney John L. Capone t\ith Dufly & Sweeney in Providence. “Patent 
trolls acquire patents simply for the purpose of suing. They are not the inventors ... 
they are simply the owners of the technology-.” 

An example of a patent troll is a company that has sued a number of businesses for 
using the technology- for activating a debit card by phone, said Capone. 

“They ti-y to collect licensing fees for products they don’t manufacture or sen-ices 
they don’t supply,” said Capone, who will speak Dec. lo at a Tech Collective forum 
on patent trolls. “They’re called Non-Practicing Entities, or NPEs.” 

“NPEs sued four times more defendants in 2011 compared to 2007,” according to 
an article on opensource.com by Mark Bohannon, vice president of corporate affairs 
and global public policy at Red Hat, a Raleigh, N.C.-based international teclinology 
company- whose mission is “to be the catalyst in communities of customers, 
contributors and partners creating better technology- the open-source v\-ay.” 
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The Rhode Island Retailers Association, along with many national retailers and 
technology organizations, is urging Congress to pass reforms to stop patent abuse. 

In a Sept. i6 letter to Sen. Sheldon Whitehouse, D-R.L, Greater Providence 
Chamber of Commerce President Laurie White said, “I am witing to express 
concern about “patent trolls” and the threat they pose to the general business 
communiW. No longer just a problem for tech companies, patent trolls are now 
targeting banks, credit unions, retailers, hotels, restaurants and Main Street 
businesses with frivolous infringement claims.” 


White said the “highly dubious claims” include suits claiming infringement for 
using WiFi router.?, scanning documents and for using online shopping cart features 
on a website.” 

In addition to small businesses being targets of patent trolls, White said, “several 
companies in Rhode Island, including [CVS Caremark Corp.], Citizens Bank, Stop & 
Shop, Home Depot and Rite Aid have been targets of patent trolls.” 

Citizens Bank is named as a defendant in a lawsuit with multiple defendants, 
DataTreasury Corporation v. Fiseiv Inc., for patent infringements on automated 
sales and service systems and automated multimedia data-processing nerivork, 
according to the website of Chicago-based patent trial attorney R. Da\id Donoghue, 
who is with the intellectual-property group of the firm of tlolland & Knight. 

In an Oct. ii letter to Whitehouse, urging him to support Senate Bill 866, “The 
Patent Qualit}' Improvement Act” and H.B. 276, “Stopping the Offensive Use of 
Patents Act,” Rite Aid Senior Counsel Ron S. Chinia wrote “at Rite Aid, we have 
been the target of a number of these frivolous patent-troll threat letters and 
lawsuits. Faced witli v^ears of expensive litigation versus paying a license fee, vve 
often settle. ... This is extremely frustrating and is diverting capital we could 
otherwise use. 

Some patent issues are valid, of course, especially with the rapid developments in 
technology,' and increasingly complex issues related to intellectual properri'. But 
patent trolls are considered to be working outside that range of legitimate patent 
disputes. 


Patents trolls are able to acquire patents for a varieW of reasons. 
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“Sometimes an inventor gets a patent on technologj’ but doesn’t put it into practice. 
The company may ha\'e gone bankrupt,” said Capone. “Sometimes patents are sold 
in bankruptcy. Sometimes when a company sells off its portfolio, it might include a 
group of patents.” 

In the letter to Whitehouse, White urged examination of potential resolutions of the 
patent-troll issue, include expanding the U.S. Patent Office’s Covered Business 
Method Program, which would create an expedited method to invalidate bad 
patents, as well as passage of Senate Bill 866, the Patent QualiW Improvement Act. 

“Let's force patent trolls to take financial responsibiliW for their lawsuits b}' 
allowing defendants to recoup money spent to successfully defend themselves 
against junk lawsuits,” White said. • 
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Patent trolls - ugly, taxing 
brake on U.S., innovation 

Guest Column; 

Charlie Kroli and Kathie Shields 

12/2/13 

Trolls - once devious, fearsome members of a nnthical race - are now an 
unw’elcomed realitv’ in our modern innovation economy. 

More politely referred to as patent-assertion entities, patent trolls do not der elop or 
sell new technologies. Rather, they exist to deploy large patent portfolios against 
productive businesses, dragging down our economy, costing us jobs and putting a 
tax on our most innovative products and services. 

Here in Rhode Lsland, we are building a vibrant cluster of entrepreneurial tech 
startups that are developing innovative new products and sendees, and most 
importantly, creating jobs for Rhode Islanders. The abusive tactics of patent trolls 
pose a very real threat to the growth of our own local innovation sector. 

Our patent system was designed “to promote the progress of science and the useful 
arts” that would not otherwise occur. However, in the fast-moving Internet and 
software-driven economy, we are witnessing the opposite: patents are actually 
slowing innovation and serving the interests of exploitath’e trolls. 

Many patent-infringement claims made by trolls are highly dubious, including suits 
claiming infringement for scanning documents, using WiFi routers, and for using 
store-locator and online shopping-cart features on websites. No longer just a 
problem for tech companies, patent trolls are now' targeting banks, credit unions, 
retailers, hotels, restaurants and Main Street businesses that use these 
commonplace technologies. 

Consider the case of one of the most audacious patent trolls, Innovatio IP Ventures. 
Innovatio owns a portfolio of patents that it claims covers any sort of WiFi 
implementation, and they hax'e used this to sue coffee shops, grocery stores, hotels 
and many other business that offer WiFi to customers. What s more, Innovatio 
frequently targets individual franchisees (rather than the corporate parent) that 
have no idea how to deal with a patent-infringement lawsuit. Instead of getting 
involved in a costly legal battle, these small businesses almost always settle for a 
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few thousand dollars, which Innovatio gladly pockets and then mo\'es on to the next 
target. 

While the majorit}’ of such infringeineiit claims are likely frivolous and ^vould not 
stand a chance in court, they still managed to cost U.S. businesses $29 billion in 
direct payouts and $80 billion in indirect costs in 2011 alone. Why? Because tech 
startups and many other small to midsize businesses are forced to settle these 
challenges out of court, as they lack the time and significant financial resource 
needed to fight back against patent trolls’ dubious infringement claims. That’s 
billions of dollars every year that could go toward developing innovative, new 
products and sendees that is instead going to patent trolls. 

This is clearly not how our patent system rras intended to work. 

Fortunately, both houses of Congress are now worldng to address the patent-troll 
problem. Reps. Darrell Issa, R-Calif., and Judy Chu, R-Calif, have introduced the 
bipartisan STOP Act in the House while Sen. Charles Schumer, D-N.Y., introduced 
the Patent Quality Improvement Act in the Senate. These proposals would gi\'e 
small businesses and statfups a better, cheaper alternative to patent litigation by 
expanding the Covered Business Method Program, currently limited to only 
“financial services” business-method patents. 

The CBM program gets to the root of the patent-troll problem, weeding out the bad 
patents that are the trolls’ lifeblood. If broadened, the CBM program could be 
effective in helping businesses sued by patent trolls invalidate vague, obvious or 
overbroad patents in the PTO, rather than having to do so through expensive, 
multiyear litigation. 

Prompt action on a number of fronts is needed if policvinakers want to send an 
unequivocal message to patent trolls and help save productiv'e businesses from their 
abuses. Congress mu.st act quickly to keep these bad actors from further burdening 
our economy and negatively impacting innovation here in Rhode Island and across 
the countrv'. • 


Charlie Kroll is the founder and CEO ofAndera Inc. and Kathic Shields is the 
executive director of the Tech Collective, Rhode Island’s technology-industry 
association. 
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Alert Solutions, Inc. 


www.alertsolutions.com 


Phone: (800) 929-1643 Fax: (877) 641-4788 


September 26, 2013 


U.S. Senator Sheldon Whitehouse 
Hart Senate Office Bldg. Room 530 
Washington, DC 20510 

Dear Senator Whitehouse: 

As the Founder and CEO of Alert Solutions -- a growing Cranston-based provider of cloud-based muiti-channef 
messaging technology and communication solutions -- 1 write to urge you to address the important issue of patent 
trolls. 

The patent troll probiem in our cound-y has reached outrageous propoitions. in 2011 alone, suits brought by 
patent speculators cost American companies and innovators $29 billion in direct payouts and $80 billion in 
indirect costs. Many of these entities produce nothing and exist solely to sue or threaten to sue hardworking 
American businesses like mine with baseless claims of patent infringement. Indeed, Alert Systems has received a 
number of threat letters frora patent ti'olls claiming infringements related to things as basic as sending emails and 
faxes. 

Fornmately, there is a bipartisan solution in Congress right now. S.B. 866, The Parent Quality Improvement Act, 
introduced by Senator Charles Schumcrand the Stopping Che 0/fensive Use ofPatent.'nAct (STOP Act) H,B. 276 
introduced by Representatives Daniel Issa and Judy Chu, will help bustne.sses fight back again.st the,se unfounded 
lawsuits. 

It will expand the Patent and Trademark Office's covered business method program (CBM), eliminating a 
generation of bad patents and helping local bii.sinesses bypas.s lengthy and cxpcn.slve court proceedings. It will 
also improve the quality of patents being granted to prevent bad busine.ss method patents from being isSsued in 
the first place, 

1 urge you to support this iegislation to help end the abusive practices of patent trolls and to ensure that our patent system 
performs as it was intended; to facilitate and safeguard real innovation that benefits our constituents, our local 
businesses, and our economy, 



Founder & CEO 


Alert Solutions, Inc. PO Box 20160 Cranston, Rl 02920 Email;info@a!ertsoiu(ions.com 
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Betaspring September 25, 201 3 

U.S. Senator Sheldon Whitehouse 
Hart Senate Office Bldg. Room S30 
Washington, DC 20510 

Dear Senator Whitehouse, 

At Betaspring, we are devoted to helping promising technology startups 
transform into fundable, scalable companies. We have accelerated 72 companies 
and our alumni have raised some $30 million in follow-on funding. Through our 
accelerator program and the incredible work of our alumni, we are proud to be 
a part of Rhode Island's thriving tech startup cluster. 

Unfortunately, the behavior of so-called “patent trolls" poses a significant threat 
to innovation in Rhode Island and across the country. Small businesses have 
been sued by patent trolls for using their printers to scan documents; retail 
merchants have faced lawsuits for placing a "shopping cart” feature on their 
website: and major city transit systems are under attack for developing public 
transit cracking apps. 

These examples demonstrate just how egregious the patent troll problem has 
become. Most of these entities produce nothing and exist solely to threaten 
businesses with baseless claims of patent infringement. The majority of these 
claims are frivolous and would not stand a chance in court. Yet they still 
managed to cost U.S. businesses $29 billion in 20 1 1 alone. 

Why? Because small businesses, like the tech startups we work with, are forced 
to settle these challenges out of court as they lack the financial resource 
necessary to fight back against patent trolls’ frivolous infringement claims. That's 
billions of dollars every year that could go towards developing innovative new 
products and services, that is instead going to patent trolls. 

Fortunately, there is a bipartisan solution to this problem now in Congress. S.B. 
866, The Patent Quality Improvement Act, introduced by Senator Chuck 
Schumer and the Stopping the Offensive Use of Patents Act (STOP Act) H.B. 276 
introduced by Representatives Daniel Issa and judy Chu, will help small 
businesses fight back against these unfounded lawsuits. 
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It will expand the Patent and Trademark Office’s covered business method 
program (CBM), eliminating a generation of bad patents and helping small 
businesses bypass lengthy and expensive court proceedings. It will also improve 
the quality of patents being granted to prevent bad business method patents 
from being issued in the first place. 

We urge you to support this Important legislation to help ensure that the patent 
system performs as it was Intended: to fecilitace and safeguard real innovation 
that benefits consumers, our local businesses and our economy. 


Sincerely, 

Allan Tear 



Founder & Managing Partner 
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The advocate for growing and protecting the business community in Rhode Island. 


GREATER 
PROVIDENCE 
CHAMBER OF 
COMMERCE 


September 16, 2013 


30 Exchange Terrace. Providence. RI 02903 
— — — 401.521.5000 fax 401.621.6109 

providencBchamber.com 


Honorable Sheldon Whitehouse 
U.S. Senate 

Hart Senate Office Bldg, Room 530 
Washington, DC 20510 

Dear Senator Whitehouse: 


I write today on behalf of the Greater Providence Chamber of Commerce to express concern about "Patent 
Trolls" and the threat they pose to the general business community. No longer just a problem for tech 
companies, patent trolls are now targeting banks, credit unions, retailers, hotels, restaurants and Main Street 
businesses with frivolous infringement claims. 

As the President of the Greater Providence Chamber of Commerce, which represents member businesses in 
several of these sectors, I arn dismayed by the seemingly abusive behavior of these patent trolls. Many 
infringement claims made by patent trolls are highly dubious, including suits claiming infringement for using WiFi 
routers, scanning documents, and for using online shopping cart features on a website. 

In addition to small businesses, several Rhode Island companies including CVS, Citizens Bank, Stop & Shop, Home 
Depot, and Rite Aid have all been the targets of patent trolls. We have been advised that most of these lawsuits 
are frivolous. Yet faced with paying a licensing fee versus years of expensive litigation to invalidate the claimed 
patent, many businesses simply settle. Such behavior is taking money away from real innovation. 

Fortunately, there are several proposed solutions. Among them, expand the Patent Office's Covered Business 
Method Program (CBM). This would create an expedited process in the Patent Office to invalidate bad patents. 
In addition, Senate Bill 866, The Patent Quality Improvement Act, introduced by Senator Schumer would expand 
the CBM program and also improve the quality of patents being granted to prevent bad business method 
patents from being issued in the first place. 

Expanding the C5M program enjoys broad support from groups iike the National Retail Federation, the National 
Restaurant Association, the Internet Association, and the Food Marketing Institute, Let's force patent trolls to 
take financial responsibility for their lawsuits by allowing defendants to recoup money spent to successfully 
defend themselves against junk lawsuits. Patent trolls would think twice about filing frivolous infringement 
claims if they knew they could be financially responsible for legal fees in a losing case. 

Please consider lending your voice to the growing chorus of business groups that are urging reform to the all- 
important patent protection process. 


Sincerely, 


Lauri^White 

President 
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Newport County Chomlwr of Commerce 
35 Valley Rood 

Middletown, Rhode Isjand 02842-6306 

1e(: 401,847,1600 fax: 401.349,58-48 
-www.NewportChQ/rtber .com 


U.S. Senator Sheldon 'A'hitehouse 
Hart Senate Office Bldg. Room 530 
Wa,shinglon. DC 205 1 0 

Dear Senator Wtitehouse; 

1 w rite today on behalf of the Newpc rt County Chamber of Commerce to expres."! concern about 
"patent trolls” and the threat they po: e to the general bu.siness community. No longer just a 
problem for lech companies, patent t -oll-s are now targeting banks, credit unions, retailers, hotels, 
restaurants, and Main Street businesies with frivolous infringement claims. 

As the Executive Director of the Net.TXirt County Chamber of Commerce, which represents 
member businesses in several of uhe: c sectors, 1 am dismayed by the abusive behavior of these 
patent trolls. Many infringement da ms made by patent trolls are highly dubious, including suits 
claiming infringement for using Wil i routers, scanning documents, and for using online 
shopping cart features on a website. 



ewport 


September 30. 2013 


In addition to small businesses, se\ c al prominent Rhode Island companie,5 including CVS, 
Citizens Bank, Stop & Shop, Home Depot, and Rite .-vid have all been the targets of patent trolls. 
While the majority of these law'suits are frivolous, when faced with paying a licensing fee versus 
years of expensive litigation to inval date the claimed patent, many businesses simply settle. It is 
estimated that these patent troll intin idalion tactics co.st U.S. businesses $29 billion in 201 1 
alone. 

This is clearly not how our patent system was intended to work. 

Fortunately, there is a bipartisan solution to the problem of patent trolls in Congress right now. 1 
iirn writing to urge you to support S, 3. 866. ThePalen! Quality Iniprovemfnt Act, introduced by 
Senator Charles Schumer and H.B. 3 76, the Slopping the Offemive Use ofPalenis Act (STOP 
Act), introduced by Representatives Daniel Issa and Judy Chu. This legislation will help 
businesses fight back against these i nfounded lavesuils. 

it will expand the Patent and Trademark Office’s covered business method program (CBM), 
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NGNVporl County Cnpmbef cf Commerce 
35 Vafey Soad 

Middletown, Rhode fsiand 02842-6306 

tei; 401.847.1600 fex: 401.849,5948 
wwv.Newpo.'fCharnber com 

eliminating a generation of bad patents and helping local businesses bypass lengthy court 
proceedings. It will also improve th j quality of patents being granted to prevent bad business 
nietliod patents from being issued In the first place. 

This legislation will provide iniport< nt relief for business in Rhode Island and around the 
country, and will help ensure that ovrpatent system performs as it was intended: to facilitate and 
safeguard real innovation that benef ts our constituents, our local businesses, and our economy. 

Sincerely. .jf /'.- 
Jpdy 

^xeemve Director 
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felAIUNG ADDRESS 
RO. Box 3165 
Hamsburg. PA 1710S 


RITE 


LEGAL DEPARTMENT 


GENERAL OFFICE 
30 Hunter Lane 
Camp Hill. PA 17011 

Telephone 717.7612633 
Fax 717.97S.SS52 


Ron S. Chi/na, Esquin 
TEL 717.730.7765 
FAX: 717.975.5976 
rchum9nteaid.com 

October 11, 2013 

U.S. Senator Sheldon Whitehouse 
Hart Senate Office Bldg. Room 530 
Washington, DC 20510 

Dear Senator Whitehouse: 

As the Senior Counsel of Rite Aid, which proudly serves our Rhode Island customers with 
42 local stores, I write to urge you to address the important issue of patent trolls. 

In recent years. Rite Aid and retailers across the country have been, or are currently, the 
target of patent trolls’ abusive practices. The threat typically comes from firms whose 
business model is buying obscure patents which are about to expire and then either 
licensing the patents to retailers through the threat of litigation or filing lawsuits in an 
effort to force a settlement Often retailers choose to pay the licensing fee as patent 
litigation is prohibitively expensive. In other words, patent trolls are stealing precious 
capital resources that retailers would otherwise use to invest in their businesses, including 
jobs, innovation, and refurbishing stores. 

Patent trolls frequently file claims that are based on broad concepts and a general way of 
doing something rather than specific software innovations. This enables trolls to assert 
infringement claims covering the use of technology in virtually every area of e-commerce 
and mobile retailing (for example, providing store-locator functionality on a website; 
clicking on an item on a website to obtain further product information; sending electronic 
notifications to customers that their packages have been shipped). Moreover, patent trolls’ 
claims are not limited to e-commerce applications, but also affect the operations of 
traditional "brick and mortar” retail stores as well (for example, claims that purport to 
cover the printing of receipts at cash registers, the sale of gift cards, and the use of QR-code 
readers to scan coupons). 

On the rare occasions these cases go to trial, it has been reported that trolls lose 92 percent 
of the time, but this is small comfort to retailers who lack the resources to see these cases 
through to a resolution. Often the damage claims are so exorbitant and the prospect of 
relief through litigation so time-consuming, that retailers make a business decision to settle 
rather than litigate. 
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At Rite Aid, we have been the target of a number of these frivolous patent troll threat 
letters and lawsuits. Faced with years of expensive litigation versus paying a license fee, 
we often settle. Some require lengthy litigation to get the extorted demand down to 
nuisance value. This is extremely frustrating and is diverting capital we could otherwise 
use to better serve our customers. Recently, Rite Aid has been pursued by the following 
patent trolls: Ronald Katz, NeoMedia, Landmark, Alliacense, Card Activation Technologies, 
Cronos, Helferich, Innovatio, Lodsys, SFA, TQP, CreateAds, Express Card Systems, 
ArrivalStar and GeoTag. These patent trolls, and their frivolous claims, have cost millions 
of dollar in legal fees. 

Fortunately, there is a bipartisan solution to the problem of patent trolls in Congress right 
now. Senate Bill 866, The Patent Quality Improvement Act, introduced by Senator Charles 
Schumer and the Stopping the Offensive Use of Patents Act [STOP Act) H.B. 276 introduced 
by Representatives Daniel Issa and Judy Chu, will help businesses fight back against these 
unfounded lawsuits. 

It will expand the Patent and Trademark Office's covered business method program [CBMJ, 
eliminating a generation of bad patents and helping businesses bypass lengthy and 
expensive court proceedings. It will also improve the quality of patents being granted to 
prevent bad business method patents from being issued in the first place. 

Rite Aid Pharmacy urges you to support this legislation to help end the abusive practices of 
patent trolls 

Sincerely, ^ 


Ron S. Chima 
Senior Counsel 
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October 10, 2013 

U.S. Senator Sheldon Whitehouse 
Hart Senate Office Bidg. Room 530 
Washington, DC, 20510 

Dear Senator Whitehouse: 

As the Executive Director of Tech-Collective, the technology industry association of Rhode Island, I write to urge you to 
address the abusive practices of patent assertion entities, otherwise known as "patent trolls." 

Patent trolls do not innovate or add any value to our economy. They buy patents solely for the purpose of pressuring 
companies in the technology, banking, retail, hospitality, and several other sectors to pay nuisance royalty fees. 

While the majority of patent troll infringement clalm.s are frivolous and would not stand a chance in court, they still 
managed to cost U.S. businesses $29 billion in direct payouts and $80 billion in indirect costs in 2011 alone. Why? 

Because small to midsize busine,sse.s, like the many Rhode Island technology companies we represent, are forced to 
settle these challenge.s out of court as they lack the time and financial resource necessary to fight back against patent 
trolls' dubious infringement claims. That’s billions ofdollarseveryyear that could go towards developing Innovative 
new products and services, that is instead going to patent trolls. 

This is clearly not how our patent system was Intended to function. 

Fortunately, there Is a bipartisan solution to this problem now in Congress. Senate Bill 866, The Patent Quality 
ImprovementAct, introduced by Senator Charles Schumerand the Stopping the Offensive Use of Patents Act (STOP Act) 
H.B. 276 introduced by Repre.sentatives Daniel Issa and Judy Chu, will help busines.ses fight back against these 
unfounded lawsuits. 

It will expand the Patent and Trademark Office’s covered business method program (CBM), eliminating a generation of 
bad patents and helping businesses bypass lengthy and expensive court proceedings. It will also Improve the quality of 
patents being granted to prevent bad bu.s'ine.ss method patents from being issued in the first place. 

On behalf of the members of Tech-Collective, I urge you to support this needed legislation to end the abusive practices of 
patent trolls. 

Sincerely, 

Kathie Shields 
Executive Director 


jfjoustry sartnsr: Infs'mv.* teennoiogy | bioscl^nce 
. ^ . -t' **'cnoss j comswmfty suiiamg j workforce developm-^nt 

i cct >- '-rg | Faceboos; lech Collective \ Twitter: 
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October 3, 2(H3 


The Honorable Charles Grassley 

linited Slates Senate 
135 Hart 

Wasliington. D.C 20510 

The Honorable Tom Harkin 

United Stales Senate 
731 Hart 

VViiivhinglon. D.C'. 20510 


The Honorable Bruoe Braley 
United States Congress 
2263 Raybum 
Washington, D.C, 20515 

The Honorable Tom Latham 

United States Congress 
22 1 7 Raybum 
Washington, D.C. 203 15 


The Honorable Dave Locbsack 

United States Congress 
1527 Longworih 
Washington D.C. 20515 

The Honorable Steve King 
United Stales Congress 
2210 Raybum 
Washington. D.C'. 20515 


Dear Senator Grass!ey% Senator Harkin, Congressman Braiey, Congressman Locbsack, Congressman Latham 
and Congressman King: 


Wc. the undersigned Iowa associations, organizations, and bitsinesses, strongly encourage Congressional efforts yet this 
year la address abuses of the legal .system by patent assertion entities, commonly referred to a.s patent trolls. 

Fighting frivolous and burden.some patent lawsuits threatened and filed by patent trolls is an expensive distraction for a 
large cross-scciiun of Iowa businesses. Rather than focus their efforts on important economic development catalysts 
such a.s innovaiion, job creation, and business growth, entrepreneurs and business owners from all industries and .sizes 
are more frequenily finding themselves diverting valuable attention and limited resource.^ to defending expensive and 
unnecessary legal threats by patent trolls. Indeed, businesses, everyday lowans, and Iowa's economy as a w hole arc 
adversely alTected by the trolls' seemingly endless barrage of legal threats and frivolous suits. The troll.s’ misguided and 
unbridled mischief unnecessarily drives up costs that are, in part, passed on to Iowa’s hardworking familie.s and 
consumers. 


Unfortunately, patent trail activity is growing at alarming rates and costing our economy billions. In fact, patent 
infringement lawsuits have tripled in the last two years, rising from 29 percent of all infringement lawsuits to 62 percent. 
According to the White House, estimates suggest that last year alone patent in^lls threatened over 1 00.000 companies 
with patent infringement suits. Further, according to widely-publicized figures, patent iroiis cost the U.S. economy Haifa 
trillion dollars in the last 20 years, with more than $320 billion occurring in i*nly the last four (4) years. 

There Is a growing, bi-partisan consensus that the time to address the patent trolls' abuses is now. Wc are pleased to see 
President Ohania support patent troll reform and we are encouraged by the active roles that prominent Senate and Hou.se 
Judiciary Committee members are playing to bring forward Icgislalive solutions. Meaningful reforms that make it 
difficult for patent trolls to continue their desiruclivc bu.siness models, improve patent quality, and streamline patent 
infringement dispule.s will dra.stically reduce costs for Iowa businesses. 

We are encouraged by the bi-paiiisan work happening on this issue and wc ask for the House and Senate to continue to 
work across the aisle and across chambers on this important industry-wide issue. 

A.s lowans, vve iwk forward to working with you and your colleagues to pass needed legt.slation yel thi.s year. 

Sincerely, 


Hy-Vce Food Siorc.s 

Iowa A.ssociaiion of Busines.s &, Industry 
Iowa Lodging .Association 
Mothm Picture Association of Iowa 


rcchnology Association of Iowa 
Iowa Restaurant .Association 
Iowa Credh Union l.cague 
Iowa -Association of Realtors 


Iowa Biotechnology .Association 
Iowa Bankers Association 
Independent Insurance Agents of Iowa 
Iowa Retail Federation 


iowa Grocery Indtistry As.SQciation 


Iowa Telecommunications Association 
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IOWA BANKERS 


V liil . ' s' i'’13 


buck C/rassley 

' '■ M'M ■'.]u>u- (A iik-v' Buiiding 
Aad.n-!.M, IX., 205)0 


Dccu Senator Grussjcy; 

I tK' Iowa Bankers v\ss 0 ci:iti<ui appreciates' your willingness to meet with as in Council Bluils aiui lissen 5o bank- 
ers and other stnall businesses share iheir concern regarding abuse of the legal sysicni by nejn'i'raclking entities 
- NPHs). cximntonly reierred lo as patent trolls. 

As you heard during the n teeung in Council we along with many of our cuslcnners iiave been, iotpac led 
and tee) .sirongiy that iegishvdon is needed to curtail the risk of abusive litigation and disitigenuous license !ee 
demands by "patcni irolis", Although it is a good first step, the bill recently passed by the House does not go tar 
enough in dealing with the tactics patejtt troll.s use against banks and {>t.her types of businesses. In paiiicufan 
-Stronger acdon must he taken to make It harder for trolls to send abasive '“demand" letter.^, that ctnuain ver y Ihile 
informiUion about what is allegedly being infringed and whether the patent i.s in tact valid and who is the real 
owner 'Ihc legisialion also should Include stronger language lo paitecl end- users from the threat: (sf inh'irige 
rneni actions, Banks art* mainly end users because we buy producl.s and services from veiitlors. it is abu.si\’c for 
trolls i'o threaten end users because there is no intent to infringe nrany technical know'ledge about tlie possibiiily 
of infringenuuU simply frotn purchasing a product from a vendor. 

Your loki as the Ranking Member of the. Senate ludiciary Committee is crucial to the wc.!.l- being of .Iowa bud ■ 
nesses and we appreciate your eObrts to re.sv)lve the i.ssue. first and foremost, a busines.s that piircha.se, 'S nr license 
p.roducts or services in good la.ilh from reputable vendors and technolfkgy companies to support iheir business 
and customers sfunild not be held hostage by a paceiil troll. For liitk- more than the cost oi'a postage stamp, 
ihfc'.st:! trolls are inuttagitig lo slille innovatum and compctiliojv. 

<,.)ne exantplc ol recent activity in our area include a suit filed tn Iiine of this year against l-iissl Nkuionai Bank c.U' 
(,).!n;:ih.a by :i N’Ph known as Inielieclual Vcnlurcii., 'iheir suit argues that Fir.st Nalionafs systems infringe upon 
ihe jisatents it allegedly owns on matters rdaied lo computer security for electronic (ransaciions. The .suit also 
cites firewalls, crvpiography and disiribuiion of digital properly as areas which its patents have been infringed 
i.ipofL Anollier example occurred a lew months hiler,. where a lawsuil was tiled agiiin.st binct.'in -based Pintnulc 
Bank by Activision I V saying the !>ank operates digital display signs ihat infringe on it.s patents. Ib-e f'lnnacle 
Miii i.s one or a scries or patent acii.on.s bn»iigbt this year against busine.sses that are end users of digit 1 Owplax 
signs. Both o! ilu'sc cases show how NPhs utilize overly broad patents to make claims o! inf ringemcn n,;.i tol 
bunks Ib.al are eilb.cr .simply engaging in n<»rntai business practices or hmv dimply bought ;i techncTstp p* i dm !, 
or service from a vendor. 
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Despite much-needed reforms pul in place by ihe America InverJls Act, NPEs coniinue lo manlpulHc the luueni 
iavv. threatening litigation accompanied by licensing fee demands designed to extract a "lax” on the innova- 
lion created to support and benefit consumers and the economy. 

Since banks ofali sizes license innovation and technology lo support consumer use, they are frequent NPE tar- 
gets. In fact, banks are now one of the lop ten industries targeted by NP£s and like many industries, when faced 
with threats of expensive paten! litigation (estimated to cost between $500K andS3.5M) many banks - especiallv 
smaller .insiiuilions- find shat their only option is to settle these questionable claims rather than free paying even 
higher litigation costs to detend themselves against trivolous claims of patent infringement. 


Senator (irassley, vuu have alw'ays championed efforts to defend business and individuals agaiiisf b ivnioi--. and 
abii.sAe '.CA and \oin Mipport for moving forward wtK legislation to prevent abuse of the pauav sv'-:>-r)’. 

.!;t iw.ii 'Ov tliank uju ft; ^our continued interest and appreciate your support of reform.', that v-.i-uk! 'ft 

^busc- tn the piu nt sy*.!---!!!. including abusive demand letters and threats to end users from NPEs. 


Sincerciv, 





lohVK- Sorensen 
President & CEO 


Iowa Banker-s Association 
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i'K'ceiiiber U 

0,2013 

ristn' 

Robert R. Roes, |r. 

To: 

U.S, Senator Charles Grassley 


Patent Reforin 


! 'll/,: H.id |irovis! 0 !is in the ''innovadcn Act," (H,R. 3309) 



-ni.niMlile lo.scr-pay is healthy for the patent system. This will caii.se both sides to considf'i ih.,- 
.in.ila.itiieis- of escalating litigation, which will likely retliite assertion of bad patents and dri'cc 
scl\:i':iieiils on good patents. 

Enhanced Pleadiiifps and Liniicing Discoveiy 
Bad Law 

The IntKivation Act has a provision that dictates ettbanced |iieadii'ig.s retiiiiring that the plaintiff 
prochite siihstanlially more information, and a provtsioii limiting discovery prior to ciairii 
construction. 

The trial court, with il.s firsthand knowledge of the case at hand, is best fnisitifined to deal with 
courtroom procedure especially given the breadth of variables in a patent hiw.s'uiL Legi.slating 
courtroom pracedure paints with a broad brush and will likely daitiage the trial court's ahility to 
itring a fair solution in many situatioas. 

linhanced di.scover will likely increase litigation costs, risk and complexity. It could Ittck ihe 
plaintiff to a specific theory ofiiifringement long before the plaintiff has the nece,5sary informritiosi 
to kriDw which theory is most appropriate when other theories are po,s"sib!e. Tiiis whll likely 
complicMte iitigaticm later, potentially putting the plainliffat a disadvantage as more iiifoi'm.asi!!!'! is 
made available later in discovery. In addition, limiting discovery could allow defendants to hidf* 
information ciillcal to claim constnictiun llierehy placing the plaintiff at a strong disadvanlafie 

fi loser-pay is made law the.se changes will not he necessary because both .sides tviil drive for 
clo.sure to reduce expcwure to the ri.sk of losing and paying the olher .side's legal costs. 

Collecting fees from non-plaintiffs. 

Bad Law 

The innovation .Act has a provision that allows prevailing accused infringers to collect fees from 
n<)n-|)lainliffs who have an intere.si in the case. 

nils provision goes to the very foundation of American business. In any busino.s,s'. the pfr;)oni!i 
ri.sk of inve.stors and e,\ecutive.s is insulated by the use of a corporate entity - the ri.sk is liiniiivi in 
the a.s.sct.s ol'the bu.sine.s.s. Patent business is a risky business. Any money inve.sted ir. a pal er'it can 
be lost corripletcly in a multitude of ways. It is ail or nothing with little in beuveen. This |irin.isi - 
enhance.s thi.s high bu,sine.ss ri.sk by tramsferring additional risk to the personal .issels ol mycMnr- 
:ind executives. No doubt, this will have a chilling effect on patent cnforceinent uctn iin • o ■ 
die bcMi'd, Few investors are willing to bearthis risk and many will no lon.ger invest in |m 1 i Is 


Page 1 of 8 
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inlii-.-i’i i-(ii 1 1 *. it'W Estoppel, 

I, . n 

Ml I Id i; iM <'A a post-grant review proceeding prohibits the peliMii'iiT : 

' I t'l. nil's 1 IV g, Qund that the petitioner raised or reasonably cmiul ii.iu' ' use 1 i ■ 

, I'l-.ie iiiviee ■ The new law would narrow that estoppel tmlv' to gnuiniis ,ii Id ir; < i 
'll I, I '( wing 1 peiiiioner to argue the grounds that could have been ivise-l hrt've. ' 

I'll* I dll I v.ew proceedings and in court. 

tpe-t I d 1 KV’e.vis tertainlytheeasiestwaytoinvalidateapatcnt l! theai'(.u'.ei! 

r n s 1 e.klitv C’. one ground but chooses not to argue otlier avaiiahlc grounds "t e m 'i u 
hi I, t 'd limiiid 1 1 the results forail. If not, the infringer could argue the other "loiidiis i ’ n 
o't- luii.i reviews .uivl in court, thus tying up the patent in litigation for years. Noi urlv • 
o si' i Id ii! it til greue-s the investment value ofa patent by increasing risk and iiiit e t'l*" i 
, d 1 1 -t'l'ing ii.i levessary costs and delay. 

{ iu- ree Eiusii’es .Met lod Patent Hevievv. 

i! id lav, n iindeisi.uii! tins provision has been removed in the airrent version) 

I ne Al.h creates an option for third parties to attack patenLs covering ncin-lechmiiiigiiMl 'ciU'" , ' 
hu.Mnfss method ' innovations through tlie u.seof anew post -grant: review proreetling. 'i at ,i"v 
law wimii! somewlirt rtcstrict the scope of CBM review to only cover first-to-invent paU'iUi Iwri-i 
than pre-AIA patents) tis defined in Section 3(n)(l) of the AIA, The new law would also, iiitr' dh . 
codify the USPTO's .somewhat broad definition of "financial product or service" eiescriheil in ‘ n ■ 
Verst! ta case. 

X4P K is a da.s.sic ca.se ilKistrating the probietri of the "Covered Birsiness Method" revievv. 

Patents classified as a CMB patent are degraded sub.staiitiaily. Tliis PGR must be climinattMl, nsil: 
codified further. 

Patent Term Adjustment. 

Bad law. 

The new law would eliminate any patent term adju.stnient for "B liclay" occiirring after an 
applicant, tiles a request for continued exaniination (RCE) or an appetd. This change vvttultl have a 
.signiflcaiit impact on the patent lenn of a largo nunibor of is.stied patt‘nt.s. 

For years, the FTO did not follow the law and refused to extend patent duration for their own 
delays. Recently the court, s n.\ed this problem, but tliis provision would re.surrect it. 


Page 2 of 8 
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Premise mulerlying "good law/bad law" calegories. 

.'i |i..U’iU . ■ ,r! .eu ix-irveen society and an invenlor. An inventor teji In i 'a mJ i i 

n-'.- i;li.)i> 1 . Man-') s.uiihors can freely buiW upon it, thereby advancing imu'-i a a. i u, 
ce ,i> i.t i.iretun. i ur gnvernmentgrants the inventor a short-term evtlHiii'i- ■ !,//■/ in i >. 

,1 li',; lill praU-l Is .1 

I" t.»; s p .i-c!!'. sisti'iu. our government is failing to provide that protection.. This iaiiiirf r; 
oc -I .alt I), ,. oatciil 1 ability to attract capital investment. With no iiivestmcm, inost mu ir - 
|>i • . ■ o! ;,i .iuiLL- their invemions. Thus, infringement is encouraged, litigal.im i-. . ‘ • 

I ■■Ml ..:.|i.hi> ti> peneraie ‘vaiue from the patent is debased. To make matters vmi se, ii.', ,■;■ ■ 
t,.'i i; .• i liilei. imjiutiv distorting this created chaos to drive reforms that nil ihei J.in.,uie '■ ■ 

1 tcst^eei.t stu.ihiies ...fjiatents. This weakens ourecunomjf by reducing economic uiiiput ni c , 
u 1 j.i'C hy .i.ir [1 iii'iii sysieiis. wljich is contributing to low job grcmTh and tlie euiiimii.t nialjiu- ■, 

.lie ■ ill I eiu.y espvrx iHitig 

A p. lent IS an ccc/Ks/ve ciy/it to an invention, which t.s a high cost forsociety. For the paten; si so-in m 
v.iirk, soca-tv must tie repaid with .significant value. Returning value to .society generally rcpi i.-' 
that somed.'ie pr.iclae the invention because once practical, others .see it, use it ami advrirme it. 

Wlam tvoikiug pa pei'ly, as it did until recently, society is repaid with high levefs of innovaiipn 
creating itigh levels oi job growxli and economic output. 

However, (lie Founder.s Intentionaliy opened the y .S. patent system to nil peopic: regardle.s.s of Himr 
niea!i.s' nr .social c lass. Mass ;-)cc{?,ssibility differentiated the tJ.S, patent sy.stem from other .ssssteiris. 
Ntilably, mass accessibility was a primary characteristic tiini made our system much iriore siiccessftil 
tSian other sy'stein.s. wisich were accessible only to the moneyed and the powerfu!, 

Wliether an iriventoi- praetice.s- the invemioi) or licenses it for olher,s to practice, an invention rcqfires 
cajjital, People with limited means seldom have the neces-sary capita!. It did not take long t'cir tiic 
government to learn that the patent itself must be caiwble of attracting investment. Tin; Pater!! .Art of 
1836, cretited an imvstmsDt ,qratle axstH by oslaUlisliing a .strong pre.sumpt;ion of validity am! oii? 
dear jjath to prove invalidity, 

Since 1836, tlie results speak for thei’iiselvcs. Tin- H.S. patent .system ha.s returned greater iniiiivatim: 
and economic value to society than any patent system in history. Thi.s has been the foundation ol' ihii 
great economy for almost 200 years... until recently. 

My premise Is one .single Ihitig - a patent must bean iiwextitienc grude (reset for the p.-m-ni ■ >. m.>iv! 
to return valuf? to .society. Today a patent is not thatasset und that weakiie.ss alone is o'csti oyint, i- n 
sy.stem o(nia,s's accessibility by tran.sforniing it hack to a, system only acces.sible to the inom. i ed iiid 
the powerfiil, which was, irtinically, what existed before the IJ.S. patent system. 
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Capabilities Required for an investment Grade Asset: 

I- Cvtiusive Right .-\ patent isan w/usiVern/fit defined jii the U.S. ( Dii-.tu U‘ t:i. la a i i n 
vra. •*. 'i! jin .nP 'It vshich vAen exercised raustexdudeothcrs frijii: jiiii. 'lie el i ' • ■ 
eie th - !• iienred iiwenlion. This capability creates a knou ii ln'in hi in p,". > , ' 

'll till' iiiiiiLp .'//!(!. ot the invention, which strongly supports the iin 1 jiul ’i' i 

r'lf a'l-eiiie of the exclusive right encourages mfringeraent because a paieni i ■ s i 
.lur ".pecs ,‘ri‘m the market the patent created. Once widely infringed, llie I'ju id .ii i h 
.m . jia'nle ul attracting investment necessary to practice the inventinn tiue to ili ini.h e 
'.an peiuiDii. Thus, a patent may only remain capable of being iicensed M iih en i mi . • 
leliel, intiingcrs do not licen.se a non-practiced patent without htig.ition am! tnarts le.a 
iLmiage.s Ml a percemage of revenue - far below a market value. 

2. Pre.snniption of Validity; A patent must be pre,sumed valid. Tliei'e nui,sf he tnily one vveii- 
knovvii ami tveli- under, stood path to invalidate a patent. Tiie bar U) invalidaSe a palem nnisi; 
he liigh, using the highest form of evidence wit!) the hunlen of proof cm the party .seeicifig So 
irwalidatf the piatem. Tiii.s capability creates a known and tliiralile asset vvidi defined ain! 
iindershiiuiabie risk.s, which .strongly supports the investment quriliticcs of patents. 

The ab.sence of the presiimplion of validity increases risk that the patent’s value eouki .gi) to 
/.era, as is the case now with Post Grant Review and undefined .Subject Matter Eligibilit) ! iic 
absence also increases cccsts with extended iitigalinn ns infringers work to invalitlaH’ tlie 
patent u.sing multiple avenutes in the courts and in the .adiniiiLslrative branch, 'I'hei'' am , ’ ‘ic 
as.sM btieonus impossible to reasonably valtie for investment i)urpo,se,s, a,s i.s ihc ui .c lod n 

titdependeiice; The capabilities tif a patent must he independent of its u.se. WhctI.er H is 
jiracticed or licensed, its presumption of validity, e.vckisive right ami transferability murt. no! 
diange. Independence creates a markcHalile a.ssct of stable value re(>ardle,s,s of its use, 
strongly supporting the investment qualities of pateiits. 

If a j'latent'.s capabilitie.s are dependent of the type of use (practiced or non-practicing j, iti’; 
ability to atirart investment i.s sub,stainially degraded, as it is today. For exiunple, many 
cutting-edge companies are commonly valued at imikiples of revenue even if lliey are Itisiiig 
money. Tlii,s is because there is a difference between market value and revenue. Marker Viiiuc 
is assessed by looking to the future of the market. Revenue value is asse.sseri by what snld to 
date. In cutting-edge nuirkei.s-, such a.s those created by many patented tedinoiogies. 
diflereiice is substantial. Tlic value created bj' a iKiient is the market tliat the invention: 
creates, not the revenue. 

In today'.s lega! landscape, a practiced patent earns market value l)ei:aiise it can ti.srliitlc 
from die market and tho.se excluded are willing to pay a high piicc to eiuer liie market. 
Conversely, a nun-practiced patent earns a percentage iifivvemte becatnie the infrinf'cr !:! 
already in the market and cannot be excluded, 

rrc-riUiig an js,se! difSerently .solely ba.sed on it.s use, as it is today, (see eSi.y t .s .’.feri /i'.v,-.'';, >'<.•, ' 
deyrtides tile invcsstment value of the asset from a multiple of its revenue vaiue Imaiia-i v’dt.r 
!iH. peueiihige oj it.s revcHi/e value. There are magnitudes of difference in poieiuia' rp-i,;, : ■■ 

iives'.meiii -ulely ba.sed on usage, which suhstantiany devalues a patent. This .• n 

'v 1 :c tile p.iler.t unmarketable on its own. 
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1 I rjrisffraliility \ patent must fully transfer all capabilities enjoyed In i* u i*. hi i 
. osi nn- ,i!t ^ n'ien This creates a marketable asset that maintains ' > !■ e ii 



1 n.'il .t *1 '....nsfer all of a patent's capabilities, such that the subsisiiu 1 it.ii.' 

■ inn.L' the same capabilities, significantly devalues the asset, fi > 1 1 i . • , 

’ I 1 vh ' 1 id ' atei value to an inventor than it can to a purchaser, as is I'limn • , . 

'It ,j.t ijlue of the patent is degraded to the level of value that It (." nii. ,d 

|,'.U UJ .■ . 

I ‘.I ';<» I'l n’iieiit IS failing to provide this capability transfer a.s the emu ts uultoi ;i s, , 
sill lit I'u'esU/i's, sometimes pejoratively called Paleiit Trolls or NoimF’unt'i-ni' ! •-' i • s , I'i) 
iv'i d.'tuin ih ai,!!ned to damage their businesses. 

Ii any i.if these |)aieul attributes fail, a patent doe.s not function n.s an investment grade asssei causme 
Uie ped'vnt sysstern to fail. 


Lcgi.slatiou Neetled to Return a Patent to an Investment Grade Asset 
Eliminate Post Grant Reviews' 

1 \ I’ji te Reimamination, Po.st Grant Review, Infer Partes' Review, ajid Covertsi Biisioes-s 
Meliiod |CBM) Patent Review (collectively PGR) eliminate the [>re.sumption of validity. vv!ii!::ri 
tkg cie.s' investment value of the patent. 

PGR',? enablt? anyone (named oranonymoiisj to ask the PTO to reexamine a patent to doniilc 
check that it was prosecutcii correctly in the first plate. A PGR ttoe.s not nei-e.s.sarily invahtluti; 
a patent. It instead corrects an alleged error in issuing the patent, which in effect invahiiaic:': 
the patent. 

Courts u.se a standard oV'ckarand convincitu; evjt/eitct'", the highe.st form of evifiente. ami 
place the burden to prove invalidity on the infringer, A PGR circumvents tlte courts by 
cifiening a path through the administrative branch, which u.se.s a "niore likely than not" 
.standard of evidence, the lowest form oi evidence, and jtlaces the bui'den on the invontu!' lo 
prove patentability all over again. These paths contlict with each other, have (tiffen»n! 
sta!id3rd.s of evidence and opposite btinlens of proof, and they ohru.scate the line bctwc'c tt 
two coequal branches of govenmtenu Tile PGR problem hs clearly illustrated in SAP i', 

PGR's should be eliminated becau.se PGR's remove (he ure.sumptiiin of validity anti ifcgnuie 
the inve,si ment value of a patent. 


Reisi-state tlie "Exclusive Rlfiht 

eBay v. MeixExchange destroyed the "exclusive riyht" for non-pradteeti patcuLs only. Ilic lo':'; 
ot the "exclusive riyhl" has significantly and fundamentally degraded |>alenr',s investiin'ii! 
v,slue making p.:itenls an asset of arbitrary value. 


N'ew law must uphold the exclusive riyht regardies.s of use. 


Rcbutlahlf l.iiscr Pays 

'■kill iiiveiitois sue unjustly based on questionable patents or on un.soiim! leg,, I theo' ms 
1 Kjsnis,. d.iiii.ige lo companies who do not infringe in an effort t(> exliir. a .scltlcnwti' 
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I M s.'l\ 'nfringers engage in excessive and hostile litigation as a slniiegy Siifiiicii 

- ■ !l .in nn ■ ;,'.i 

\ .1 . ,i!. jiio e’'cciiye solution is to default patent infriRgeitienS stills to a I . i‘ tni 
1 ion.in . ,1 m. s are a close call, especially when the case involves higi h i' ’iiili 
. I'ailoiiv ;.s lUisc cases, the loser should he allowed to rebut the iletai.u li. v i p r, I 
l.vi . Hidge (u ,nn can determine whopaysvvhatbasedon the speiilics 1 . 1 ■' i s si 
;s , .ii.nK ■;! 111!' best place to make this call, lies my e.vperk-tice tli u ini' .r;,i : m' i ; 

V li ig.n.oii Lsr nic.re than iiiventors do. 

>■ .•! ii'le l.oser Pay will improve pleading.^ because it is incentivizes informalion siiannt; b i 
I"' I ife U will also incentivize both sides to reduce litigation activilies tnllifr tiian 
,n. ■ ‘'dv them as is the case for infringers now. 

'! rii svill imprnve the value of patents by reducing the cost of litigation, drivi? .sctilenit'nis, ami 
liie c|i:.iii!yof patents being asserted. 

I’lind aiul Fix the PTO 

It often takes the PTO overa decade toallow a patent The caustes of the.se deltiys art sin I 

The examiners do not read the patent applications, they do notread the prior an: i! i i 

throw up frivoioii.s and ridiculoti.s rejections based on tvhal they did iiol reatl and do i <r 
utuierstand, The.s'e delays are PTO generated by irre,spoii.sible patent examint'r.s and (In o 
equally iiTesporusible raanagement. One examiner told my attorney that his group ‘ /s m • 
granting niiy (MtU’iits soyou have to appeal'' Appe.al 1 did. and making the .same ars,. linen' i 
made to the examiner, I wan the appeal - three years later. Tiie PTO regularly vitiltites ' a 
wiien niing rejeclion.s and appeal briefs with the effect, and 1 believe the intern,, of dm ivi '> a 
grant:. The bulllieadetl. irrational entrenchment of patent examiners drives up t he iis!<. 
extenti.s prosecution time, encourages infringement and tlevalues patents. 

PTO created delays enable potential iiifringcrs- to strip inventions right off tbi? PTO welisilv, 
incorporate tho,se inventions into tiieii- existing products, and saturate the rnai-kct iiiiig iicfon' 
the inventor ha.s an allowed patent that can pixitect again.st the inriin8ei-.s wlu) in.st stoic if 

If there is a Patent Troll problem, the PTO Ls creating it by cau.sing e.xces.sively long delays. It 
takes so long to get a paleni allowed that infringers fearkcssly steal it, make milhoii.s (or 
billions) of dollars on it, and then loudly prodaim that the inventor j,s abiising tfiem when tiic 
itivensor seeks some redre,ss for the theft. The-se adrenalized compl.iint.s have driven nws! of 
the recent antl-patem rcfoi'm.sand are driving the current round of proposed Icsisiatimi Icsi 
the tact that Congre.ss is scriou.sly considering changes hostile in patent: protecUoa create', 
uncertainty and de.gradcs the inve.slment value of patents. 

The problem .Sits within the PTO and must be corrected 

First, lilt' PTO is not funded with ail of the fec.s it generate.s'. The PTO ranno* ilici' 
enough examiners and those on staff are overworked. The PTO must be tiindeti wltii 
5 dOfs't' of the fees it generates so it can hire emnigh examiners. 


.Second, while the appearance of FTO hostility may be. in reality, dro > i. hv cu' 
funding and resources, the PTO needs a cultural change. No group i .m ■ imi.ie ' ■< 
Sh.ii tliey a.ro not allowing patents. Any patent reform mustinciud.- pro .. lo-n , 
training on their own laws. 
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Comnunits on Other Current Froposetl Legislation: 


F'atent Abuse Reduction Act of 2013 (S. 1013) (Senators Coniyii and Grassiey) 

Bad Law 

Smaller version of the innovation Act that would focus on 
( ! ) I'aising pleading requirements 

(2| limiting discovery costs (especially pre-claim-coristructioii); and 
(S | awarding attorney fees for the prevailing party. 


This liil; cuts out llie most egregiou,s parts of the Iniiovatioii Act. Lo.ser pay will mi . ■ ' 
plc.iiiings and discovery Issues being addressed by these provisions, so iheise prm i ,.t>a , ari 
iMd :itn essary. 

Patent Litigation and innovation Act of 2013 (H.R. 2639) 

Bad Law 

Indiides niany provisions in parallel to the Innovattoti Act, but alst.i includes a ''sanction fin- 
abusive iitrg ition" with mandatory review of each case by tlie court to ensure tiial no Ruif’ 
i I (b) violations occurred, 

Ciirreni ly, a damaged party must file a Rule 11 rompiaint. If a pai1y iloe.s not thiiik it h:is itf' 
danraged, tile courts should not presume it. This will damage patent values becfuise it tvISi 
increase litigacUm for no purpose. 

STOP Act (H.R. 2766) 

Bad Law 

Expanding the covered-business-nteihod post-gram-i-evievv to also cover mrn-finandal 
bii.siness methods and removal of the sunset provi.sion. This is roughly parallel to the I'literu 
Quality inipnivenient Art of 2013 (S. 866). 

.S'APvs' VersaUi is a cias.sicease illustrating the problem of tiie "Covered Business Mt’litcid" 
review'. Patents das.sififd as a CMB patent are already (lc=‘f;raded siibstamially. E-xpandirig ti 
review to all pateiit.s will degrade the investment quality of all patents, 

PATENT Jobs Act (H.R, 2582) 

Good Law 

Proposed elimination of the PTO from the sequestralion rules. 


f .support this. Ill addition, the PTO .should keep 100% of its fee.s. TiiLs will help eliminnti* Eh 
|,)roblem.s in tiie PTO 

End Anonymous Patents Act ( H.R. 2024) 

Ho Opinion 

-f{e(|inremcnt tha! the patent owner regularly update owmership infoniiation in the iniltlic 
record, incladlngtlie "uliimate parent entity." 

No opinion. 

PACtTSAetlS. 1478) (Senator Cardin) 

No ttninlon 
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ij.J uouk; rt-niuve certain patent infnngemt'nt action.^ from 1 1 Ji .^1 ; M ' u ^ 
Lm:ri of ClaimxJii parcicuiar, the bill focuses on causes (ikh ('!’■) u' iii> ! t j 

iroiioiin^ii use p.iti-nU'il inventions in the provision of 9-1-1, enti virt u "■ I ■ 1 . i •' 
liLH y I'lTvites. The CFC tends to favorthe accused infringei h(iU ii i oivoi i 
■ Hill : soiifdii's available. 

.’fo ..vparhoi 


ManufaclHring Innovation in America Act of 2013 fH.R. 2605) 

No Opinion 

T.a.s detiuition carryover for patent development expeiiditiires where profit is i'l.i.l" \ o 

later. 

Flo opiniiii!, 

MODDEUN Cures Act of 2013 tH.R. 3091) 

Mo C|>hut}n 

ExtOiisinn ol' patens term for four to seven years for diagnostic medical tests. The prat.; rn in 
wodli! he nil! through the FDA. 

No opinii.it*. 

PARTS Act (.S.780] 

No Opinion 

Act would prevent desigi! patent owners from using those patents to iirevent the use 
unauthorized spare-pai'te in the auto industry. 


No opinion,. 

Medical Innovation Prize Fund Act (S. 627) (S. Sanders) 

No O'pinitin 

The bill w'ouki stHfmingly end drug patents with the te.st "no person shtill have tiiei right ta 
e.sdusively rnanulacture, distribute, .sell, or use a drug, a hiologiciil product, nr a 
raaisufacturing process for a drug or biological product in imerstate commerce." 

No opinion., 


.Submitted by: Bob llee.s, jr. 
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Decemher 10, 2013 


From: Riibert R. Retosjr. 

To: il.S, Senator Cliarles Grassley 

Subiect: Current S'tate of Patents from the Perspective of an Inventor 


i am an inciivkiual uivenlor and entrepreneur. I write to explain how the patent system has rolkipseii. atu- 
to ask for your help. 

'fhe invention of the patent has driven innovation like no other invention in history. For over 400 years, 
the patent system has fueled the )onge.s*t period of continual innovation in human history. We have 
inherited a proud history from folks like W'hitney, Bell Howe, Wright, Tesla and Edison who inspire 
generations of inveiitiirs :uul entrepreneurs. And, it’s an amazingly simple invention; socteiy’s legalized 
trade oi'a limited duratiim monopoly in return for sharing a valuable idea for society to frc'cly adv-.mcc. 

The key to the patent system’s success, however, is not what a patent is. It'.s what a ]rMentdoes. A patent 
acts as an a.s.set that can he leveraged for investment, which, in turn, enables further innovation., in 
actuality, it is a veiticle ft)r a marriage of people, ideas ajid capital that propels innovation, creates jolis; and 
provides the bedi'ock of our great economy. 


For a patent to act as that vehicle, it must have enough value to attract investment. It nuist be an 
inve.stn'!ent grade asset. 

Today, patent values have plummeted and that is killing the US patent .sy.s-tem. 

My invention.s cover many different product chojmels: Toys, Tailgating items. Solar Charged Laptops, 
Tablets, Mobile phones anti other handheld devices and a new Operating System which ties in many 
different components. While I have more ideas, which 1 have researched how hig the market it and wIrH 
probienis it will help solve, i am remiss to die any more patents/provisional patemLs until I know as an 
individual inveni:.or that my ideas will he protected. 

When 1 invented my first invention, tradeuiarked as the Bubble-Wonii, I bet my careeiy my financiid 
stability and much more on it Howevej*, I knew 1 was on to something and I vvanteil to build my ow n 
company ba.sud on my own Inventions, 1 also believed that the US patent .system would protect me. That 
ts, aftei' all, wltal the American dream is all about. 

i needed to estabHsh a market fast. To do that. ! needed money. 1 quickly learned that tiive.stors do nth: 
inve.st for charity. They inve.st for profit and they manage their risks. They told me that i needed a paleiu 
to put up a.s- secuiity, so i tiled for one in mid 2009. Among oliter benefits, the paieiU would return vaiue 
to the investors in the event my business failed. Patent protection also meant that i could .s'vcuro an 
'\^K(.1usive iiiilH’' U> my invention for 20 years in exchange for disclosing it to the public .so Uku others could 
build upon it. The "exdiisive nyiit" would allow me to hold competition at bay long enough in estahnsh my 

Mere's why: 
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Sm-;e li.v dei iMi'ii iJi cHiiy i'. MercExchcmge, I no longer have the"exc/«flii' rniht - Ll.e !i. 

“'<s link-* ,niui> ti iim usrtg, nuking, importing or selling my inventions. Tins is li m- :!i.- i i ' 

;lui tiu' 't'vi iiisiis* ’uilst" i.s' guaranteed in the US Constitution, black leiu-i law .oui Tnu v . i i 
;nvcfdt>iu. The "c.w/uine right" i.s the foundational principle of the pjtenl sy teiii ami ;lic m'w ' 
driver ,)! t paumt's lUhie. The threat of injunction secures the markil i realeit in a iviU-i.l. .i 
iinentinn lor she invemor and protects it from those who would steal it. Once a paitiileU 
.r.tenuuii has been .stuk'ii. exorcising the ’exete/ven^fir with the tliieat ul inaimtive u-i 
dfiTvase.s h’.ia.itiim and drives settlements that map closely to the niarkcl value u! 'la* no to ‘ •<; 

• imversoly. the inability to exercise the “exclusive right" drives iinnei.e,s-,s\)ry liti.gau.m ami 
.uiiitrary sotlienuoils at much lower levels than the market value of the invention ialnii.it i t i , 

. strung .>ilv.image <sver inventors hecau.se they are generally wealtliicr and set up K>i liur..: i < 
hiust inventDrs iire neither. Without an injunctive tlireat, infringers ciiihraie a strategs vi 
.•si.ihitiny hligalioi! (o wear the inventor down with piles of paperwork, unneressarv e.spe:, ,■ >• 
an : esti. nueJ delays. Alter ali, they cannot lose the market; they get to keep ilie golden goose no 
ni.iller ivhji happens, in the end, for an infringer, it's ail about writing a check, il you can tiock 
out llic inventor, you may never have to write that check, or at lea.st it will be only for the i!sii5'am,'e 
value t!l the .suit. 


The !os,s of the “extiusiva right" has significantly and fumlanientally damaged the value of ray 
patents and ali otiier patents in general 


Only a few years ago patentable subject matter meant that "anything under the sun and made hy 
man" was eligible to be patented as long as it was not a law of nature, an abstract idea, or 
mathematical concept. Sub|ect matter eligibility acts as a gate. Once site patent appNcation i.s 
found to be of patentable subject matter, the gate is opened, and then the invention Is e-xarniiied 
under the stetutory conditions of patentability. 

However, the courts radically changed tlie definition of patenuible subject matter in Bilski v. 
Kappas. The lower cuiii 1 ,s determined tiiat in order for an invention to be patentable, it must 
either be a machine or it mu.st crairsform mailer - the Machine or Tran.sformation test (MOT), "riie 
.Supreme Court upheld the MOT test, but expanded it by saying “it is nut: the only test". However, 
that e-xpansivc language doe,s not play out in Uie lower courts or tlie USPTO as both tend to use 
MOT e.xelusively. 


Software i,s nece.s.sai‘ily lied to a machine in that software doe.s nothing without running on 
computing hardware - the opposite is also true. However surprising it may be, .software ninniiig 
on computing hardware is not the machine prong of a MOT test. The software niu-st (perhap.s) 
control some part of the machine, like an interface or a device. This deiinition extiude.s a nuijon'ty 
ol' software from patent prittection. For example, most of the apps that you download on your 
iPhone cannot be protected by patents, or in another exatnple, ernerpri.se software proteciing your 
laptop agaimst hackers and crooks cannot be patent protected. 

Bikki c:ui.se(i ti!Vv-rator.s to change how they worded patent claims by adding the tvortis "m a 
computer system" or .some other innocuous phrase that did not substantively change the meaidng 
of the daini.s. However prior to Biiski, patent claims lacked tiuit superfluou.s wording, and because 
Bilski was effectively retroactive to all patents, many patents were rendered unenfiirceabie. Tiii.s 
iuvvereti She value of potentially thousands of patent.s to near v.ero, and thou.s'and.s of others lost 
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years in proserution as ihe claims were rewritten thus damaging tlu'ir vatue, I lt.>st three years in 
one of niy pateni families, 

I n se ./• (onh 1 on s'ealcJ iiy Bibki, infringers routinely challenge the siihiet i nent'-! “li ni i n 
,>l , SI liuai e p ,a lit The courts use different interpretations of Bil.iki ami o'.imi > asn 

ir M a 1 SI ta "nU-ii set ol conflicting rulings depending on the court Ttui.iy, ttie, e is i-i • , < , . 
s.nei ii ,1 I f. ii.ak.ng 11 impossible to predict theoutcomeofasubietl mjiten. bginilu I ' '■ 

• (ihis,. iiUishii , most sopAsme ca.ses are settled for nuisance value inordi'i tiij'.'iuJ l.ht 
imp Is ai ill ti" ,1 'tm.fcher.ii risk of the patent being invalidated. Those that do nul st tile in 
ippe il’ V iH om ii; the other party, and often by both. To make matters' worse, the appeals . .m; • 
ih, 1 . t s 1 iinpredu table conflicting vvay.s depending on which three of the li n imiges ti e to 'i". ' 
CiS Til 'IS I U ;e L'tirpuuiiinii makes this abundantly dear. Since almost evei y ih.slnrt imir! i .< i: . 
's oupi a.cil loiliing ill litigation makes much difference until the appeal, when the iudgi s ar- 

• li iw.. '.o iv ill ivui or lose solely based on which judges you get. Ilhas nothing to do with ho 1 
n IS 1 *1 irg to d,i v, I'sh iegal pn cedent. The only relevant factor i,s luck - wliethei yni hat e 

01 ba.l 10 lit depet.us wholly on personal opinions oftho.se judges drawn. It is complete chaos, 

Th.e risk inherent in a ,subiect matter eligibility ease is much higher for me, the iiivcintor, thtm it is 
for the infringer. If tiie infringer loses, they lose the cost of litigation but .still keep the golden 
goo.se. If I lose, 1 !o.se the patent altogether- niygoo.se dies. Hecause the playing field i.s- so 
radicaUy unfair iiiul risky, my patents are signilicanUy devaitied as are ail other soltw'are piitevus. 
The chao.s surrounding what is and isn't subject matter eligible is a primary factor of devaluing 
even market creating inventions to nuisance value. 


A second foundational principle of our patent system is that an allowed patent is “presumed valiti" 
and that overcoming that pi-tcsumption retiuires “charimil conviiiciiu} evidence'", the hij'hest 
standard of evidence, presented to a court. The burden to .show proof of invaliility is on (he 
chatienger, which is normally the infringer. This is- black letter law ant! has been a pillar of tlte 
patent system since the Patent Act of 1836. Establishing a strung pre.suniption of validity came 
abfsutbeeau.se, prior ttj 1836, no infringer would settle an infringement lawsuit without litigating 
the validity of a patent, which escalated litigation, hrou,s;ht inconsi,stent ctsurt decisions and 
delaytfd settlement - much like today. This problem is -well illustrated in the .story of Eli Whitney 
and Ills cotton gin. 


While vEilitlity is pre,sumeci in current law, in actual pi-actice there is no prestmiiition of validity at 
all due to po.st grtmt review procedures (PCR). Eli Whitney is rolling in his grave. 

1 group all p(>.s.sibie PGR's into a single class for the sake of brevity. There are four distinct PC:R'.s 
that enable anyone (named or anonymous) to ask the USPTO to reexamine a patent to double 
check that it w,as praserutetl correctly in the first place. A PGR doe.s not neces,s3ri!y jnvalitiatf! a 
fiatent. It instead corrects an .alleged error in issuing the patent, which in eflect invalidate.*: itm 
patent. The standard of evidence for grantinga PRG Is simply "more likely than not", the lowest 
evidentiary .standard in federal litigation, presented to the administrative branch of govenisneiit. 
Once the patent is admitted into a PGR, the patentee has the burden to once again prove the 
liiveniion is indeed patentable, 

PCFf rem(:)ve.s all presumption of validity by providing a clear path around the judiri.il hi am h o' 
novernnieiit ami tlic statutory requirement of “dear and vonvinciiifi evidence" by oi’eniiiK .i " a; 
lh.''i)ugh 'die admn'.i-strativv branch of government u-sing a ''man- likely (hun not" siand.ir. ! 
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I'Vhli ni--, 1 t.'nil.tt with each other, have difj'crcnl stantlanK ui . k, , 

'kua-as i.i and tlu-v (ilifuscate the line between two coequal br i'v 'h s ■ i >. i u 

vi/'i. I'i/ixuui ,s ;t cias'sic exaiisiile of the PGR problem, Versatajfued SAP bn i* i r * 

; 'li.i I di-u-i innu'J th;)! Vcreal.i's patent was valid and infringed, ami clam tgfs v'c i iw nui 
Vc-r'-'jlj won. I'u: ;ni; liie ca.sc, SAP filed for PGR with the USPTO, Aftei Ihi t !<■ >' k on 
\'o; ‘.-ai.i, ilie HSPTO invalkicueil Vensata's patent. Two coequal branches ot ,50'., •in o " 1 1 
■hfU'i'L'nl stamlarus came to opposite rulings on the validity of the same paif'n [li ^mc 1 
eiinntions uiicerlaimy in the patent sy.stem. Which branch of the govei iiinent is a s t. n I i 
invjiisl.nin:.;,! patent’ Wha! is the level of evidence required to invalidate a pali, n' ’ I 1 ' l 
li! prc'sun.eii t jhd? if two decisions are made that contradict each othei tvlikh une 's i> ' 
lu>v. .ire Itk-y ti'cnnciied. 


Nobocic' cat! value a patent with this level of confusion. 

iN'everlhele.ss, that's not ail thatfs wrong with the PGR sy,steiii. On avei 3f,e. a PGR con. sui lies < i “'e 
ymtrs of a paterU's life. It is customary to stay litigalion during a PGK and infringers luirin.ill , 
refuse to settle until it is decided. A patent is a timesen,sitive, wasUng asset: it is iinly eiiton iMi'le 
for 17 yeans or less. The time lost during a PGR is not added to the end of tlie patent's tei nt. h 
jiist !o.sl altogether. When calculated, a PGR cuts 3 years off the 17 year term or alioiu an 1 H-iu 
reduction in the fiat'ent'.s value. 

The America Invents Act (AlA) created a new class of PGR, witicii is even more tiu,stiie to paterits. 
This class is directed toward what are knuwn as “bminexs metheui" patents, whatever vliat means 
Thi.s procedure h3.s a lower pleading threshold ami e.xteiids the period for chaileiigiiig a patent. 
New laws proposed in the House wi.sh to extend thi.s new AlA PCR to all patenus. Thi.s change vviH 
provide an even easier path to invalidate patents, which ofcour.se, further devalues patents. 

In the last few years, courts regularly rea.ssign patent cases to the court In ;-i juri.stiiction located 
elo.sest to the headquarters of the infringer. Also, under tlie AiA, jratent .suits can no longer be filed 
in a .single suit agt)ii).sca group of .similar infringers. They must in, stead each be filed individually. 
This naeans that there is liigh likelihood lliat when muliipie infringement .suit.s are filt'ti in a .single 
court, they will be moved to multiple different courts [totentiaiiy .ill across the country each in a 
tlifferenr .state. As previou.sly discu.ssed. each court makes its owm decisions and it is likely tliase 
decisions will contradict each other. Contradicting decisions can domino acros.s ca.se.s causing 
even more uncertainty. Costs for the inventor can l)e driven to stratospheric ieveis a.s' the snvetUor 
manages iieparate cases in niultipic jurisdictions, likely in tlifferem .states, ami tia.s to hire local 
counsel to nwnage each case. These changes have increased patent fitigation complexity, risk, ami 
cost, wliith devalues niy jiateiilS' .and everyone else'-s patents as well. 

As (iisfu.ssed previously, infringers often engage in exces.sive and hostile illigation a.s a str.ite!,',v in 
dock out tile inventor. Conversely, many inventors sue unjustly based on question, ible piuenls nr 
on unsounci legal theories causing damage to companies who do not infringe in an effort to erxiort .:i 
setllernent. A simple ami effective soiinion is to default patent infringement suit.s 10 a rehuttutMi,' 
lo.ser pay system. Some cases are a close call, especially when the case involves iiipjily cuniiiiuMi-.Ki 
technology. !n those dose ca.ses. the loser should be allowed to rebut the deiauii lo.ser p iv i.nv 
and then a iiidKC or jury can determine who pays what bast'd on the spec ifit'- ot the case. i out! is 
certainly in the best piace to make this cal!. It is niy experience that iiitmigers dnve die ,. o-i .>1 
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111 .11 I'.nie li 111 ;ni t-ntors do. This change will improve the value of patents and imprt.ec 

I >- ■[ . •i.'v.'f; .ui 'I's hemp asserted, 

'•It Jal'IU ijnfs e.xtiaordinarilylohg.timeto'allowpatenls. In my cast , m,- iitst I'ateiii t ..i 
a. 1 I liens >1110 mv seitnic patent took approximately 4 and % years. The caiis-i e! the- 1 ,1,.. ,, 
u.- s n |il Hit . ,\.r>!i;ie;s do not read the patent applications, thty d.i noi nsul ihi pr 1.1 •• .'.I 

•Un 'll". . ' a I lit o' ifsaiu! sidiculous rejections based on what they did iial >e.id ii.il ila !•• • 

lui AIH i tin seiond -torisensical rejection, inventors are forct dll' ePhci h e , a . i 
la, I I i i. i- il Pij- 1 .union fRCE) or file an appeal. These delays are U.St’Tti penar ited 
.1 It i|.iH siiiit paknt exammers and their managerhent. 

T.i.‘ list ! 1) , epu.ai!/ VioUuc.s black letter law and their own administrative procedures when fiiiri:,; 
leicv'.u.i.s .Uhl appeal iine.fs with the effect. and 1 believe the intent, of delaying the grant. The 
i.iil.h t i-t e,samiiier.s to iollow their own laws devalues patents. 

Hu I isp ! 0 mr .set e: a! years did not follow the law and refused to extend patent duration feir their 
ev, I. del.e, s iiet ent'V the court.s have fixed this problem, but itappears that the cutTemly propose'.i 
patent 1 ivs s in t.uiigi ess are about to end that, as tliey wilt effectively .subtrttet lime from tlie [latei!* 
U'l m (01 iiiing ail RCE or an appeal. This punishes the inventor for time stpiandercd Ity She IJ,SI’T 0 
and add.K iincervaiiiSy ami devalues ptitenls. 

USPTO created delays enable potential infringers to strip inventions right off the USPTO welssite, 
incorporate those invt!rUion.s into their existing products, anti .saturate the market long before Ihe 
inventor has an allowed patent that can protect against the infringers who ju.s 1 stole it. If in fm:! 
there i.s a Patent Troll problem (the recent GAO report required by the AIA .shows thtirc isn’t), the 
USPTO i.s* creating it by their e.xres.sively long delays. It take.? so long to gel a patent allowed i hat 
infringei'S fearlessly steal it. Careens are made in Ie.s.s time. Companies startup and are aequired or 
go public in less time. They simply steal inventions, make millions (or billion,?) of dollars on clnnvi, 
anti then loudly proclaim that the inventor is abu.sing them when the inventor seeks .some riitlress 
for the theft. These ad renalized complaints have driven most of the recent anti-patent reforms and 
are driving the current round of proposed legislation, ju.st the fact that Congre.ss is seriously 
considering change.? ho.stiie to patent protections create.? uncertainty and devalues patent s. 


For many inventors, a so-called "Patent Troll" is the sole resource available to com'ert the patent 
into some sort of value. In my situatitm, that i.s certainly the «s.se. Yet somehow, inve.stors are 
wrongly portrayed as the evil PatentTroll taking advantage of inventors and infringers, and 
stifling innovation with added costs. This cannot be further from the truth, and is indeed exactly 
opposite the truth. 


The part investor's play is es,setitiai to drive patent value and therefore, drive investnient in 
innovation and .startup companies. Their cni-e contribution is converting assets into ca.sh, tluis 
adding value in many situations. For example, existing businesses fiften develop ancillary 
techiiolegit's not core to their biisines.s and they need capital to expand into markets that an* their 
core bu.^iiie.s.'ivs. SeUing unused ancillary patent portfolios to investors to convert to ra.sh pl.ivs .1 
higlily v.ihi.iiiK- role of providing capital used to expand products, markets and lu, thei iinnn .dU'''!, 
h! ..ivniier c-xample, tailed companies sell patent portfolios to investors to cemver I to t hti h 
•hereby recoup.s losses !or the irive,su!rs of the failed cotnpany. This particular luiiLtuT 1 c. i> lo’ 

■ cssi s, I, id irecilv .supports the valuation of other patent holding bttsinesses as thev itu i** ’M.. r • 
■tii.'.i.iic 'o ojisd iiev. products or expand into new markets. Aiiulher e.xainple is mj pi. u li 1 
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An nni-'-tt : converting one of my widely infringed patent portfolios into cash, which is 
' i!K oiu ’!>' df . ck'pment of my software company and further innovation. 

A.sA !it I ; .jiK I .h,i sHwstorsj are being actionably attacked In the couru, in Uic nah:.! -i::c. n 
i vc:r.n. '' '■'Iv government is papering them with subpoenas for a variety ihOH-nuUh, 11 in -r. 

■ >;n ,^A:s rtio! i lo hara.ss. iniinildaie and beat them into submission. Stunmnuiv, mvcsi.'! w. 
j' iffU uittcientiv in courts than practicing entities. If in an investoi harui,'^, a pattoii h".. 

. caliiv vhan that same patentin the inventor's hands, tlie patent aui'l be soUi bv thi oc ■ ’Oc.r 
c. if o>'i ■.•vperu'iiLinp a loss. This differentiated treatment of patent rights liftn-iuinn-: nr- u . 
m ii> the } Item knocks tbic bottom right out of the value of the patent. 

\-. pp'v.ausiy ''lated. investors do not Invest for charity. They invest for proilL li ih<.-y i.in'i 
. t A nat.mt mlu profit, they will not invest. Patents have been so drani.uic.iHv tlwr.b.ei: ai 
b‘w i’onu, it is difficult to find an investor. What’s more, my government is auempting to Pin nor 
tkn aiuv patent-s in an effort to stop these fictitiously evil "F^atenl Trolls'’ wiUi even rnort' fU’v\’ 

ft‘s a simple supply and demand question. If the .supply for patents is liamaged further by 
de\aiu.ng jiatenls, the demand for tliem will evaporate because no one can make a pnn'U .and 
Iher'efore no one will invest. And conversely. If the demand for them i.s dairuiged funher by 
Jmnnging so called Poient Trolls, the value of patents will go to zero because there vvill be no one 
to buy iliern. Once tbat happens, no inventor will take on the finant tal and personal ri.sk to hie for 
a patent or much less to work to innovate at all. They'll just go fishing and the rest ofius will revi,;!'! 
to tile feud.';ij sy.steni of trade guilds and trade .setTets that exi.sted prior to the palenl .system some 
■t oo years ago. 

Today under tiie current patent system, my patents, while potentially worth hundreds ormilhous' or 
bdhons orilollars, may only generate a fraction of that value. While mine are excepUona! in value, lesser 
sesftwitre pattml-s have been rendered completely wortldess. Unbelievably, my government is killing 
pu tents - saiil differently, killing innovation. Our courts, Congress, and the Atlmini.vtrai'ioii are eliiiun.-pang 
patent protection for software, an entire field of human endeavor - a held that integrates with, virtuahy 
every i ndusiry on the planet and is one of the la.st induscrie.s tliat Is alm(.)St complettvly owneti by US 
companies, 


I'he Administration, Congress and the Courts must take proactive measure.s to delme suhject matter 
eligiliility, to res.to.re my Constitutional right to an injunction, tu eiiminate post grant reviews, to i.)ut in 
place rebuttable loser pays, and to speed up the USPTO. 

fn a NuL'diell: Noiiiing .slmrt of these change.s will restore patents to tlie inve.stinent grade assets that t fi cv 
were jiuit a short, time ago. Nothing .short of these changes will save the Aint'rican Dream and American 
innovattcui. in general. Our nation, the United Srates of America is on a threshold..the momentum i>!' thi'? 
individual si;ate.s “Inventor Congress" concept i.s starting.Jet's keep if going. Without idea.s, where do du* 
new jobs come from? Wliere does desperaiely needed tax i'evemie come from? From new products 
invented by inventors. 
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Sina^rely. 


Fiob Rees, |r-., Inveuler 
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-?BettrLife 


December 11, 2013 

The Honorabie Charfes E. Grassley 
United States Senate 
1 35 Hart Senate Office Building 
Washington. D.C. 20510 


Dear Senator Grassley: 

I believe Patent Trolls are costing the U.S. millions, possibly billions, of dollars in unwarranted costs which 
impacts not only individual companies, but also the American economy. 

Having personally owned several technology companies, I have fallen victim to this practice that Is now 
completely out of control. In my experience, I have seen these patent lawyers prey on smaller companies 
that they know don't have the means to litigate or appear in court. This leaves companies with no choice 
but to settle at a reduced cost without a fight, and through no fault of their own, end up further endorsing 
the practice or face costing their company several million dollars. 

Aside from the damage being caused to small companies, large organiiatlons are also impacted. Patent 
Trolls know most companies will not go to the expense of going to court. These lawyers knew this and 
collect substantial dollars based on trickery and little legal evidence. 

This type of litigation causes organizations, both large and small, to invest time, resources, and significant 
dollars, which distracts from time that could and should be spent growing their business, essentially taking 
money away from the company and the overall business community. 

Personally, I have had three different patent lawyers attack my last organization, an electronic health 
record company (EHR). There were 20 companies in one lawsuit (over half of which were smaller 
businesses) and there were thousands of hours of legal fees tied up in that lawsuit. In addition, two other 
lawsuits were brought against my company which included other EHR companies as well. In all of these 
cases we settled out of court to avoid additional litigation costs, however, in ail the cases I do not believe 
any patents were infringed upon, but I didn’t have the resources or money to invest in a lengthily court 
battle, so these patent lawyers ultimately cost my company over one million dollars over a two-year period 
of time. 


The bigger issue at hand is that in the majority of cases with Patent Trolls, there is only a potential for 
infringement and there is no significant impact on anyone's business. There is no true harm, and the 
Patent Trolis are unethically targeting businesses they know will settle to make money. We must find a 
way to strengthen the requirements around patent infringement so unscrupulous lawyers can't work 
through loopholes to take resources and dollars from companies that are trying to make a positive impact 
on businesses in their community and the overall economy. 



Don Schoen 
CEO 


BeiirLifs Corporation 


OrfUfUts C.5ir;.3riitl!5n St0.0Aurofi5AvGnsK!,Svke4asE Urbai-jpak, (A §0322 5)S42!,3Q:;i !nr!.’.a'br'!lriifG.o.im 



478 



Ths HonofaWs Chuck Grasstey 
UnitetJ States Senate 
135 Hart Senst© Office Building 
Washington, D.C. 20510 

Dear Senator Grsssiey; 

Patent troii abuse is an increawngly burdeneome Issue for businesses across iowa. ! am grate^j) ri;* 
Senate Jucictar\- Gofprmttee wiil convene e hearing to examine how to protect businesses from ih.-:; 
ab-jsive practice. 

Kum.&..Go-LC hss been a tarae A^ot Patent trolls. Most rece ntly, we received conespondence from i> S 
Etherna! Inn.ovattons, LtC (USE!) ciaiming Infringeitwnt with efttemei'Technorbgies utntzlia'ih mah ^ - : 
Kum & Go's riay-tD-day business activities. These activibes include interne! connections, si^ofity 
can'ieras point of sale and inventory management systems, to name a few. In their letter, USE! sv=ji“.:i 
that they had retained Robbins Geiier. Rudman & Dowd, UP, ‘“the largest and most successful plaintiff';, 
iaw firm irt the 'A'orid" to assist in patent entorcerr»ent efforts. They Oaim to have filed a patent 
Infrinoems.nt lawsuit against 23 major corporations believed to mfhngmg on etbernet patents in the 
inte'‘est of '’avoiding protracted Irtigatlon.' USE! offers to sell Kum & Go a Retail Operator Lwtenso 
Agreement at a discounted pre-liHgation fixed foe basis. 

An additional letter was sent from Nifo, Hatter & Hiro, Ltd. on behalf of their client innovatio IP Venuu^'i, 
UC. claiming "likely*' infringement with wireless local area network (WLAN) or ‘'WLFi'' technoiogy i 
wretess "mesh’' r>ehvorking. The Niro firm claims that Innevatio's portfolio Includes 3l United Sl.:5ies 
patents. Further, their letter directs Kum &.Go obtain copies of and review the referenced patsnip. 
Innovatio suggest the "likely* areas of infrtngemont are sirrelar to those referenced by USSi. Addi’iona'iy 
the letter claims that any ''hotspot" provided by Kum & Go to its customers or associates would coir*t.'lii»n 
a viototlon of their patents. Similarly, Innovallo offers .a discounted license fee if ths parties are able to 
{init^lire an agreement within a specified window. 

These dainis ha»re cost Kum & Go thousands of dollars in legsl fees and corporate counsel hasv wopied 
numerous nours dealing with these frivolous clalrrts - time and money that should have been spent 
core bufiiitisss functions. 

Again, l thank you for your attention to this matter. I look torward to a productive hearing, and th« 
passage of much needed legislation to protect Iowa and the nation’s businesses. 

. Sincerely,., 

— 

Citefley V^/Gsmii^eil 

General Counsel and Corporate Secretary 


" r‘Af?M, V'- V WPS'’" DFS MOtNfcS, IGWA 502^995? \ | pTfi22F. cry.^ ( 
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'f'xlFckstop 

click, shop, save* 


Deceinber j2. 2013 




Tlie Honomhle Cliarles B. Grossley 
United States Senate 
135 Hart Seniae OfUce Ruiidino 
Wasiiington, O.C, 20511) 

Dear Senator Orassley: 

Wo i.verc first contacted by a patent troll in October of2012 svhen they presented us witli 
an ‘•opportuiiiiy” to license a j^lent that wc may have interest in. That quickly escalated 
to whtii the irotl referred to ns a “sitiialion” because ofour unwillingness to respomi ! itc 
patent pre.sentcd was complicated, bat in no way were wc infringing on this paiem. The 
covcrcti business method would have covered m in this instance, and would likely ]imi‘ 
the trolls ability to have success using this patent to hat•as^ small busine.sses like otir.s. 

We received multiple emails, had a few short phone calls, and spent about 20-30 hours of 
our Senior Leaderships lime as well as 8 houis of our attorney's time to eifectively 
encourage the troll that we were not a good lurgel. Our concern now is that it has been 2 
rvionths since iliey have contacled us, but since they chreaicned to incivide us with the iu-\t 
group of companies they plan to sue. all we can do is wait. So far this has been not nuich 
more than a distraction, but it also places some unccnainiy, If this escalates. I can only 
irnuyine the iha'at It will pose to our company. 

Sincerely, 

Tim Guenther 
C'lickstop, Inc. 

202 Blue Creek Drive 
I irb.ann, Iowa 52345 
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' t. ihi'lc ^ Cfr^sslcy 

s.'f. !i; njfjcc B'sHumg 
uj < 1' i-.r. jt^Io 

Kll: S, 1 720 - Faieii: ■f>an?>:prirericy :md Improvements Act of 2013 
Dear Setiir'ti'.'sr (iTassiev: 

Kiiize Manufacturiiig siroisaly stippciris efforts to stop Patart Trolls from ahiistiii/, the isucai 
systeiT! anti Iniriing Amerietwi businesses. Founded atid lieadyuanercd in !<".%, i. i\ iis.e empf ■ . 
iiatrly !{) 0 (! lowttns wiio work burd everyday to provide thousan.ds of Amcnc.m fanners w-i! 
the phtmcis and araiii carts they need to help feed theewrki. Time and again. Kiiirt’ iiiin>' imo’is 
have ditiiiged the way ftnaers plant — utereasing their efficiency and yields, A st,rong and 
healthy patent sj .stcm .helps K.inztf maintain ilsraarke? leadership and deliver these innos'aiiomi; (o 

Ih'S' fiSniiient, 

t .!f.'-(i,Fi,'.,ei) . ! te .iction.s of Patent Trolls ihrcaren the tealth of the systom. Kinze iit:i,s 
■..“■)‘-!>enceJ ihe nnp.acl of patent assertion entities iii-si haii<.i. .Recttntiy, (.dear with Compinc'r' 
sucM kin.'o aik-uing the Kinze website infringed two paiatts. Clear with {,'wnpnivTs itiaki. .o 
r.rodi.-c;.'. .tm; h.n filed over 60 patent lawsuits since 200X. This suit cost us maii.v hi mts at' n. > ■ 

•r.d ivsnited in sigimtctmt .iegat fees before we vsere able tsi resolve Clear with t 'on'piitcn ' 

riiji vsorticnee li'i.v left a lasting impact on Kinze. Coiilract negotiations, witii si.ipp.iiers and 
sc vii.e povide! i iMVi iriutiac.!)' include allocation of imbiiity in jtse event o.f Faieiii TrolHog. 
riie-e t‘,.-einu!;ivn!': tequirc additional resources raid delay research, devekipmem ancl prcKinct.iu.i 
>Ti... w I'tiosi'u fs 1 hts stows fanjter's access to the latest tccSinology, Teclsnok’g.y which. v,ifi 
hvh' dvin get tii sre otH <>!' every acre while reducing their costs iiiid prolecisng iheir soil. 

1 1' l.clp sonirthnig i lUSt be Joik- to restore balance to the patent sy.steni ,\s 1 1 onMcci 

'egt tl.iih.ii lo aii iics-i the thrcji posed by Patent Trolis. wc sirongiy e!!,oai;ii.c >ov consi.h 
ii.'ivv;c'r ili.cs irom .di! mJAs'.ne.'.. ineloditig agTicuilunsl iT!anui'.'ici.!!r>-tg. Kirt'o MijipoOc • - 
10 iiicrc.t c 'he pleading leqt'.iictiietiis for filing suit, reduce the burden ol .i.'Cn ei t .iicl ricic. " 
u am ['aunes o' iw 'leivhip m p,ilenl litigution. At the saiiie time, wc nigc ca,ii,i>n mi i . 

w J.u'ii 000 d ,re,si', .ignificam hiudfos ('oral! inventors seeking Ui ei'lojv.* rieii noie: I iig!.!-.. 

'•n, '1 i.'. 'y h.ol of'-t si’.dlmi' pnnisiuns. 


Kinze RSanufacturing, inc. 

i-S0 3t Exit 216 • 2172 M Aventw • P O Bos 806 
Williamsburg, Iowa 53361-0306 
Phorw: 319-668-1300 ■ Fax; 319-668-3013 
www.kifms.tom 
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• ' 111 I'ap^'v t provide a<Wi(k')rifli infonnatkiii or answer m'-k^ 

V >i'os impact of Patent Trolls within oitr iudusir, I'k, ,■ i,v i, . 
> '■ a, r,s .Bing the contact infon'nation below. 


it.i ; .k> ‘vrs 

i •';('> !.iL' i 111. 1 v'i 

> 0 'll ii'.ii.iil rr'k hK'. 


KInze Manufacturing. Inc. 

1-30 at Exit 216 • 2172 M Avenue ■ P.O, Bao: nm 
Wiifemsburg, fovva S2361-DS06 
Phone: 319-668-1300 • Fax; 319-668-3013 
wwwMinze.cQm 



482 


Date; 

December 13, 2013 

To: 

Senator Gra.ssley 

Subject: 

Patent Reform 


My name is Paul MorinvUle, ! am an imiividua! inventor and entrepreneur. 1 ask for your time to 
understand the patent system from the pei-specdve ofa prolific inventor, and 1 ask for your help. 

My premise is a single thing. A patent, standing on its own, roust be an investment grade asset in 
order for the patent system to work. A patent must be capable of attracting capital so tliat an 
inventor can practice and protect the invention, 

in today’s patent systent, our government is falling to support the value of patents. This feiiiire is 
degrading a patents ahility to attract capital investment. With no investment, ma,st inventors cannot 
protect or practice their inventions. If a patent is incapable of attracting investment, no person will 
disclose their idt‘a.s because there will be no return on the investment required to patent an idea. 
They will instead keep tliem secret. 

Several govej'nment actions have caused this situation. eBay v. MercExchange eliminated injunctive 
threat. KSR and Bilski made it etusier to invalidate patents. The AIA added new Post-Issuance 
Pmcethiivs (PIP) in the executive branch of government (separate and distinct from existing 
proceriure.S in the judicial branch] using different rules of evidence, different standards of review, and 
opposite burdens of proof. PiP's destroy the presumption of validity that is the core principle of our 
patent sy.stem. The Federal Circuit produces conilicting and confusing decisions and cippeans at times 
to legislate from the bench (Sovsrain v. Newegg). Today, these issues have aggregated to radically 
incfea.se the risk that a patent will be invalidated in one way or another, and to ensure that litigation 
wili goon for years and years. (I refer you to the letter by Robert Rees of Milo, lA to Senator Grassley 
dated December 10, 2013], 

This situation does not go unnoticed by infringers. If infringers stand no chance of injunction, they 
cannot lose the market, so they only ri.sk money. Large infringers normally are well capitalised and 
set up for iitigation. Inventors are neither. An inventor can easily he litigated into oblivion. 
Therefore, a weak patent .system acK to encourage infringement and to escalate litigation. All of 
Issues above combine to devalue the investment qualities ofa patent to the point that inventors can 
scarcely attract investment to practice or protect their invention. 

In .short our government is killing the patent system for inventors and small businesses. 

Weak patents act to create so called patent trolls. As an inventor with dozens of patents and pending 
patents, I h.ave sat in many di.scussions with multiple law firms and industry experts related to 
licensing my patents. All of these discussions wrap around risk management If you go after a large 
company, you run the risk of daisy-chained perpetual litigation and a high probability of invalidation. 
Conversely, if you sue smaller companies or end users, that risk is substantially lower i)ccau.se they 
do not have the resources or sophi.stication to carry on an extended suit. They are much more likely 
to .settle. This is the primary reason for the recent spree of demand letters and suits against small 
companies. Thus, we have a so called patent troll problem. 

I am sickened that the shrill and unfounded arguments made by large multi-national infringers h.i.s 
been able to affect law and influence courts to weaken patents to thi.s point. Now the .s.nne raulii- 
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iiiiii'Hi.iA U-vrtMgi' UK* ili.ii'S they've created to twist the knife one last time in an attempt to pass 
k';;;- laui’ii latai to inventors. And, many of the provisions in the current legislation will be fatal. 

ikiiiiiv, o!ii_\ '.he iiio.st .Significant inventions remain investment grade assets. If an iiivoiiiior n.", 
riuiii sevetal hniidreii itiillioii dollars of infringing revenue, it will he very liiffitui: :n liiul a 
ii-i’.tiiigin ly uiu I'lrit! or at; investor (otherwise known as a patent troll]. A niainr cmiiingeiit v ! r 
iirni riTi ntiv inhi nie that they are no longer taking any software patent ra.Mm bei ause of tin ^ .■ 

If ti eii- .s j son jlieJ p.ateiit troll problem (a recent GAO report requireil by the ,41 A show.? ihi.-re 
ivti'l). * I- liso.rcated hythePTO, My first patent took 7 years to be allowed. Dining that time, tije 
l.irgiot i.iiihi 'i.itiona! enterprise software companies on the planet built products infringing on my 
.iiiii the .tuiket become .saturated with those infringing products'. I have patents still 
j'v.iiii.g .11 ihi. FTCl liftei 12 years. 

Tlie current proptrsed law.s fix none of these problems. They instead make the.se problents svarsg. (I 
again refer lo the letter by Robert Ree.sof Milo, lA to Senator Cra.ssley dated December 10, 201.1). 

I ! oi tk't to llx the patent systent, we must move in the opposite direction that we are currently 
movin'! - we must strengthen the investment value patenLs - not weaken it. This will enable 
invt-mor.s to get the capital they need to piyactice and protect their inventions. It will drive early 
.settleim,>nc.s and rtuluce costly and often perpetual litigation. It will enable ihe I'TO to speed the 
allowance ot patents and improve quality. In the end, it will eliminate mo.st of tht: perceiveci patent 
troll problem. 


Four thing.s must be done to fix the patent system: 

1. We must reinstate the “e.xclusive right" guaranteed in the Constitution, black letter law ami 
400 years of precedent, which was judicially eliminated in eBay v. MercExchatme. 

2. We nui.sl: elitninate the j'udicially created “abstract idea" category of subject matter eligibility 
ami instead invalidate junk patents on the other statutory conditions of patentability, 

3. We mu.st eliminate all Po.st-ls.suance Procedures. 

4. And finally, we mu.st fully fund the PTO with all of the fees it earns. 

None of the propo.sed nevy laws deal with any of these issues. If Congress inakes even .small ehfinges 
damaging to the value of i)atent.s further while patents are as weak as they are now, there will be no 
patent.sy,stern e-xcept that which remains for large multi-national companies to attack .smallei" 
rompanies. 

Our current patent system weakens our economy by reducing economic output itistorlcally freatt'd 
by our patent system, Thi.s weakness is contributing lo low job growth and the eamomic mnlai.se we 
are eurrentiy taperiencing. Fi.xing it will reverse that. 

I pray my point is understood and clear. Please contact me if you have any ciue.stion.s orreciuire niDre 
information. Thank you for taking the time to hear me out. 


Paul Morinviile 
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The iiiternet Association 


VTA Electronic Delivery 


December 16, 2013 


Ranking Member Chuck Grassley 
! 35 Hart Senate Office Building 

Washington, DC 20510 


Dear Ranking Member Grassley: 


The Intcniei Association thanks the Senate Judiciary Committee for convening tomorrow's 
hearing on "Protecting Small Businesses and Promoting Innovation by Limiting Patent Troll 
Abuse." Since its inception. The Internet Association has promoted legislation to combat abuses 
of the patent system by certain patent assertion entities ("PAEs”), oth6rwi.se known as patciii 
trolls. Legislation to combat the patent troll problern is vital as our indii,slry and our customers 
have become primary targets of patent trolls. 

Due to the exorbitant costs of challenging an infringement claim in coui't, many alleged 
infringers settle clainis even when that patent is likely invalid or not infringed. P.AEs increase 
the likelihood of fttvorable settlement outcomes by targeting small or mid-sized companies that 
do not have in-house patent expertise and are mere end users of an allegedly infringing produei 
or .serv'ice. The asymmetrical costs and risks of patent litigation have turned patent assertion inl» 
a booming industiy, The direct costs for defendants in patent as.sertion case.s by PAEs and I’ther 
non-practicing entities rose from S7 billion in 2005 to S29 billion in 20! L The total business 
costs to defendants of assertions by P.AEs may be twice that amount. 

PAE.S do not face commensurate costs or risk.s because they have no operating business other 
than palcnt assertion. Further, some opcniiing busincs.scs engage in ‘‘privateering," assignini.; 
their patents to PAEs in order to shield themselves from cross-licensing obligaiioius or 
coimtersuits. PAEs also insulate themselves from risk by operating through shell companies 
with little or no nsSets. 

The di.sproportionale costs and risks of litigation harm the entire patent system. The heavy 
hurdcirs and ri.sks that lead many companies to settle keep in circulation low-quality p:iteiii,s iliat 
likely vvouli! not sunuve adversarial testing. The increased patent assertion activity by patent 
trolls armed with low-quality patents creates risks and disincentives for entities to engage in tlie 
veiy innovation that the patent system was designed to encourage. Resources that would have 
been devoteti to innovation and job creation arc instead diverted to fending off or, settling nilh 
patent trolls. It is for this reason that the White House has repeatedly called for Icgislaiion ' 'o 
protect innovators from frivolous litigation and ensure the highcsi-qualiiy patents." 

The Internet Association is encouraged by the legislative proposals in the Senate that address 
abu.sive litigation by patent trolls and that improve patent quality. Senator Cornyn’s “Patent 
•Abuse Reduction Act" would make litigation more efficient and less easily by reqttiring belter 
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Tile Internet Association 


int'ormaiioi! in the taitial complaint, staying discovery until claim ctTOSlruclion, and rcquiritsp 
parties to pay for discovery that goes beyond core .documents. Senator Hatch's •‘Patent 
Litigation Integrity Act” would curb frivolous patent claims by clarifying the .standard for fet' 
shifting. Cbairnian Leahy and Senator Lee’s "Patent Transparency and Jmprovements \ 
i!iclude.s a customer stay and measures aimed at bad-faith demand letters to .uWress sour- u ‘he 
concerns of end u.scrs. Finally, Senator Schumor’s “Patent Quality Improxcinem Set" oc r, i 
expand and e.x wnd the Patent & Trademark Office's review program for coxtred bu'ine^-. 
method patents to reduce the amount of litigation driven by low-quality (jatents. 

The icgi.slalive rc.sponse to abusive practices of patent troii.s must be comprcficnstve and iiioliidc 
clcmc’nt.s of each above-mentioned proposal. It must change the incentivc.s in patent litiginieii 
anti also ensure that there is an ciTective way to challenge low-quality patents. The Inlertiel 
.A,5sociatioii is encouraged by the progress that has been made on this issue to date and looks 
forward to working with you as the Senate progresses toward legislation that stops patent iroHs, 
protects small businesses and promotes innovation. 


Sincerely. 



Miehacl Beckennan 
President &C1:0 
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December 16, 2013 

The Honorable Charles Grassley 
United States Senate 
135 Hart Senate Office Building 
Washington. DC 20510 

Dear Senator Grassley. 

Illinois Tool Works (ITW), a $14 billion global manufacturer, was founded more than 100 
years ago based on a single patent. Today, ITW has its global headquarters in Glenview, 
tL and employs nearly 100 iowans. We have more than 12,000 active patents worldwide, 
and on average we are issued more than 1000 new patents each year. In fact, ITW is 
consistently among the top 150 companies annually for patents issued in the U,S, Once 
characterized by Fortune Magazine as “the ultimate nuts-and-bolts company”, many 
products we invented and patented decades ago are still used in commerce, produced by 
us or by others who have improved on our original patents over time and received patents 
of their own. 

ITW owes its very existence and its continued global success to innovation and the ability 
to protect that innovation through a strong patent system. We have participated in 
numerous public policy debates on intellectual property rights throughout our history, 
including being actively involved in the development and ultimate passage of the Leahy- 
Smith America Invents Act (AIA) during the last Congress. We appreciated your 
involvement and support of that legislation, which brought about significant reform of our 
patent system for the first time in 50 years. 

Legislation to reform our patent system is again being considered in Congress, this time in 
response to allegations of litigation abuse by so-called “non-practicing entities” (NPEs), or 
“patent trolls". Many believe such abuse could cause significant damage to our system if 
left unchecked. The House of Representatives has already passed legislation on this 
subject, HR 3309 by Rep. Goodlatte (R-VA), and similar (though narrower) legislation, S 
1720 by Sens. Patrick Leahy (D-VT) and Mike Lee (R-NE), is pending in the Senate. S 
1720 is scheduled for a hearing in the Senate Judiciary Committee on December 17. 

We agree that litigation abuse does occur in the patent arena, and we support curbing 
such abuse in theory. However, we are concerned that some suggested methods for 
discouraging abusive litigation by patent trolls, if not carefully crafted, will have unintended 
consequences and could actually limit the ability of legitimate innovators and patent 
holders to protect their intellectual property. We therefore urge you and the Senate to 
proceed with caution in considering additional changes to the patent system. The first 
principle of any proposed legislation in this area should be to do no harm to the current 
system . 

We should note that there are some positive aspects to both HR 3309 and S 1720. For 
example, both contain language that would correct an inadvertent "scrivener’s error” that 
found its way into the AIA involving judicial estoppel in the Post-Grant Review process. 
Another improvement to the AIA involves a clarification regarding the use of District Court 
Claim Construction rulings in Post-Grant and Inter Partes Reviews, 



487 


2 

However, we do want to highlight several areas of concern that we hope will be addressed 
before the bill reaches the Senate floor. 

TRANSPARENCY OF PATENT OWNERSHIP 


Requiring disclosure of patent ownership may deter patent trolls from abusive behavior, 
but for companies like ITW, with significant patent portfolios, complex organizations and 
global operations, requiring the disclosure of all parties with a tangential relationship to the 
patent will prove administratively burdensome, costly, and require the public disclosure of 
sensitive or business-proprietary information. Care should be taken in this area to avoid 
inadvertently requiring disclosure of sensitive information that does not address the real 
problem of obscured ownership by trolls, and S 1720 as currently drafted does a much 
better job at this than H 3309. 

STAY OF DISCOVERY 


A favorite tactic of patent trolls is to file litigation against alleged infringers, then request 
massive volumes of information through discovery, in hopes that the defendant will settle 
rather than incur the costs of providing the requested information. To curb that behavior, 
HR 3309 contains a provision automatically staying discovery in all patent cases for up to 
one year or until the claim construction has been determined by the Court. While this 
could provide a disincentive for patent trolls to use this tactic, it would also prevent the 
resolution of many cases between competitors where the issues can be easily defined or 
where the defendant can prove through discovery that no infringement occurred. If 
discovery is automatically stayed in all cases, the cost of litigation will increase 
unnecessarily, 

S 1720 as introduced does not contain such a provision, and we would urge that it not be 
included. However, if the issue is addressed by the Senate, flexibility is needed to allow 
cases to be resolved expeditiously when warranted. Our solution is to exempt cases 
between competitors from the automatic stay. 

BAD-FAITH DEMAND LETTERS 

S 1720 takes a narrow approach to curbing abusive behavior by patent trolls through a 
provision that would make it a violation of the Federal Trade Commission Act to send so- 
called ‘bad-faith" demand letters. While this approach may be preferable to that taken in 
HR 3309, we suggest that careful attention be paid to the definition of the practices that 
would be considered “bad faith’ in order to avoid impacting legitimate actions taken by 
patent holders to protect their rights. 

In summary, we appreciate the opportunity to express our views on this important 
legislation, and we look forward to working with you and your staff as it moves through the 
process. Please let us know if you have questions or need additional infoirnation. 

Sincerely, 


Mark Croll 

Vice President. Intellectual Property 
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December 1 7, 20 1 3 

The Honorable Orrin Hatch 
U.S. Senate 

1 04 Hart Senate Office Building 
Washington, DC 205 1 0 

Dear Senator Hatch, 

We are writing to express our support for S. 1612, the “Patent Litigation Integrity Act of 2013.” 
This legislation would enable fee shifting in unsuccessful patent infringement lawsuits. The risk 
of fee-shifting would help to discourage Patent Assertion Entities (PAEs) from filing fnvolous 
lawsuits. 

To deter abusive patent litigation we must reverse the economic incentives that fuel frivolous 
patent infringement lawsuits. Fee shifting, or the ability of the court to award the prevailing 
party reasonable fess and other expenses, is a critical component to discourage meritless 
lawsuits. We applaud legislative efforts to provide the courts this critical tool. 

Importantly, S.1612 goes further. The legislation ensures that fee shifting will be effective by 
empowering the court, on a motion from the defendant, to order the party alleging infringement 
to post bond to cover the other party’s expenses. Too often PAEs find ways to escape 
accountability. Were PAEs subject to fee shifting, many would seek to avoid payment, including 
using various corporate entities and subsidiaries that can hold few assets and be wound down 
without being held accountable. S.1612 would effectively block fhe quest to avoid 
accountability by ensuring PAEs post bond in advance, ultimately ensuring they are subject to 
downside risk when they lose frivolous lawsuits. 

We support your efforts to reverse the existing asynunetrical litigation risk. We believe S. 1612 
will hold PAEs financially accountable and ultimately deter them from filing frivolous lawsuits 
that unnecessarily harm financial services providers and the consumers they serve. 

We look forward to working with you on this important legislation. 

Sincerely, 

American Bankers Association 

American Insurance Association 

The Clearing House 

Credit Union National Association 

Financial Services Roundtable 

Independent Community Bankers of America 

NACHA — The Electronic Payments Association 

National Association of Federal Credit Unions 

National Association of Mutual Insurance Companies 
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How The New Patent Abuse Reduction Act Levels The Playing Field 

Filed in Cloud Industry Insights by Alan Schoenbaum | May 23, 2013 8:50 am 

The patent abuse fight is picking up momentum, and we have new ammunition. Yesterday, the 
senior Senator from Texas, John Comyn, introduced the Patent Abuse Reduction Act of 2013 
(the “PAR Acf ’). My home state U.S. Senator has just taken a huge step to solve the patent troll 
epidemic. This bill is a breath of fresh air in the battle against patent trolls and their brazen abuse 
of the patent system. The PAR Act is designed to “deter patent litigation abusers without 
prejudicing the rights of responsible intellectual property holders,” Cornyn said in a statement[l]. 

We encourage you to read the PAR Act - we have linked it at the bottom of the page. For 
everyone out there who is not a lawyer, though, we want to take a minute to explain what this 
bill means and why it is so important: 

• Patent trolls are notorious for hiding their claims behind flimsy lawsuit pleadings. The 
current standards for making an accusation of patent infringement do not require 
plaintiffs to explain what they allege to be infringing or how the defendant infringes. This 
lack of clarity forces anyone accused of patent infringement into an endless (and 
expensive) guessing game. Section 281 A of the Patent Abuse Reduction Act forces 
patent assertion entities (PAEs) to spell out their claims and be specific about their 
complaints. These specifics include how the patent is being abused; the names, model 
numbers and other information of the products or services alleged to inliinge the claim 
and where the infringement occurs; and a host of other factors most patent trolls can 
currently omit from their suits. 

• Patent trolls usually hide their actual owners behind shell companies. These patent trolls 
don’t want publicity because they don’t want to be known for who and what they are. 
Section 281 A of the bill removes the anonymity of patent trolls and forces them out of 
hiding, by requiring them to identify not only themselves, but any other businesses or 
individuals who are co-owners, assignees, licensees or have a legal right to enforce the 
patents in question, along with exposing any person or business with a financial interest 
in the patent infringement case. 

• Another common tactic of patent trolls is to find a first patent, sue people on that patent 
with a first shell company, and settle. . . only to find and sue the same people again on a 
second patent with a second shell company. This bill makes it possible to expose the 
money machine behind patent trolls, and to make them come to the table and take part in 
the case. 

• One of the most expensive parts of a patent lawsuit is something called “discovery” - 
where companies are forced to organize and hand over mountains of internal 
documentation to the patent trolls so that they can introduce “evidence” of patent 
infringement. Trolls use discovery to drive up the cost of the lawsuit, making it cheaper 
to settle, and to fish for more ways in which they can apply their claims. Section 300 of 
the PAR Act adds fairness to the discovery process by limiting discovery until after the 
meaning of the patent (called “claim construction”) has occurred, and shifting much of 
the cost of unreasonable discovery back to the patent troll. 
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• Finally, section 285 institutes a “loser pays” rule for unreasonable litigation. This is the 
ultimate tool for balancing litigation, freeing businesses and individuals from having to 
shoulder the massive financial burden of fighting a frivolous patent infringement claim. 

The Patent Abuse Reduction Act beams necessary sunlight onto these all-too-frequent 
proceedings and is a major step toward fixing the problem of patent abuse. It has a fitting 
acronym - the “PAR” Act - because it helps put companies “at par” and on an even playing field 
with those who would abuse the system. 

At Rackspace, we’ve been on the front line of the problem; patent trolls have become our most 
pressing legal issue. We have seen a 500 percent spike since 2010 in our legal spend combating 
patent trolls. And we’re not alone. We hear almost daily about companies and developers that 
have been impacted by patent infringement suits filed for no other reason than to extort money. 

We’ve stood up and fought back. Just recently we fought a troll in court, and won[2]; we turned 
the tables on another, suing them in Federal Court[3]; and we filed a challenge with the patent 
office against a third[4]. 

An army is now forming to fight patent trolls[5], and, if passed. Sen, Comyn’s Patent Abuse 
Reduction Act of 2013 will be a very powerful weapon with which to battle them. 

Read the full Patent Abuse Reduction Act of 201 3 [6] here. 

Endnotes: 

1. statement: 

http://www.comyn.senate.gov/public/index.cfm?p=InNews&ContentRecord_id=082eaec 

c-1983-41a7-b656-156clb4b77cb&ContentType_id=b94acc28-404a-4fc6-bl43- 

a9el5bf92da4&f6c645c7-9e4a-4947-8464-a94cacb4ca65&Group_id=bf378025-1557- 

49cl-8fD8-c5dflc4313a4 

2. we fought a troll in court, and won: http://www.rackspace.coin/blog/mathematics-cannot- 
be-patented-case-dismissed/ 

3. we turned the tables on another, suing them in Federal Court: 
http;//www.rackspace.com/blog/why-rackspace-sued-the-most-notorious-patent-troll-in- 
america/ 

4. we filed a challenge with the patent office against a third: 
http://www.rackspace.com/blog/abolish-the-patent-vanquish-the-troll/ 

5. An army is now forming to fight patent trolls: http://www.rackspace.com/blog/an-army- 
is-forming-to-battle-patent-trolls/ 

6. Patent Abuse Reduction Act of 2013: http://a3ba8a9e733f0f48e083- 
34c21d0cbf24e519af797fddd23el832.rl8.cfl.rackcdn.com/Documents/Patent%20Abuse 
%20Reduction%20Act.pdf 

Source URL: http://www,rackspace.com/blog/how-the-new-patent-abuse-reduction-act-levels- 
the-playing-field 
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Application | 

Developers 
' Alliance J 

Contact: 

Courtney Lamie 
276-492-4248 (mobile) 

202-250-3006 (desk) 

Application Developers Alliance Applauds Cornyn Patent Reform Legislation 

Bill Would Help Disarm Patent Trolls, Promote /nnovation 

Washington, D.C. (May 22, 2013)- Today the Application Developers Alliance 
applauded Senator Cornyn (R-TX) for introducing legislation that will help protect 
developers from patent trolls. 

“We welcome Senator Cornyn's thoughtful, multi-faceted effort to substantially reduce 
job-killing abusive patent litigation.” said Jon Potter, President of the Application 
Developers Alliance. “Along with Chairman Leahy, Senator Schumer, Chairman 
Goodlatte and others. Senator Cornyn’s support of software patent reform 
demonstrates a commitment to the entrepreneurs who are driving the country’s 
economic recovery. The bill would help disarm patent trolls of some of their most potent 
weapons." 

The Application Developers Alliance is currently hosting Developer Patent Summits 
nationwide, including a summit tonight in New York , convening app developers, 
entrepreneurs, patent experts, and policymokers to discuss software patent challenges, 
trolls, and ideas for reform. Learn more at; httpr/Zdevsbuild.lt/devpatentsummit . 

About the Application Developers Alliance 

The Application Developers Alliance is on industry association dedicated to meeting 
the unique needs of application developers os creators, innovators, and entrepreneurs. 
Alliance members include more than 20,000 Individual application developers and 
more than 120 companies, investors, and stakeholders in the apps ecosystem. 


-###- 
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From the Austin Business Journal 

:http://www,bizjoumals.oom/austin/print-edition/2013/06/21/patent-trolls- 
threaten-tech-oompa nies.html 

SUBSCRIBER CONTENT; Jun 21, 2013, 5:00am CDT 

Op-Ed: Patent trolls threaten tech 
companies and Austin's vibrancy 

Emil Sayegh, Guest Columnist 

The Internet is the fuel that powers our current economy — ever growing, and allowing new 
industries and ideas to emerge every day. And a lot of that is happening here in Texas. 

According to the TechAmerica Foundation's Cyberstates 2013 report, the Internet and high tech 
jobs provided a whopping 486,600 careers for Texans in 2012. 

This month, the biggest names in the Internet industry will gather in Austin for HostingCon. 
Many of these companies, including Codero Hosting, are also members of the Internet 
Infrastructure Coalition, an organization founded to support the growth of the $46 billion 
Internet infrastructure industry. As the CEO of Codero, I look forward to joining with other 
Texas-based tech companies to welcome the industry to Austin. 

Our capital Is a great place for a national event like HostingCon. I have been part of this 
wonderful dty since 1986. 1 have seen it grow and evolve into a true center of gravity for 
information technology. Internet infrastructure leaders and proud members of the i2Coalition 
such as SoftUayer, cPanel, Data Foundry Inc., Rackspace and Codero have established their 
headquarters and main offloes in Texas, helping the Lone Star State obtain Cyberstates' second 
ranking nationally for Industry jobs in Internet, telecommunication and engineering services as 
well as semiconductor manufacturing. 

At the same time, Texas universities are producing tech-sawy graduates and advancements in 
the technological sector. 

As Texas grows and matures in the high tech industry, it's imperative that it protects the ideas, 
innovation and new technology that are being developed by businesses. 

At HostingCon, the i2Coalition is sponsoring a number of panels that examine some of the 
greatest threats to our industry, including a panel called "Money Stealing Trolls." Of particular 
concern when it comes to threats to innovation are attacks by patent assertion entities, or 
"patent trolls," who seek to undermine technological progress for quick financial gain. These 
trolls have taken advantage of a broken patent system, allowing them to bring up patent 
infringement cases on small and large businesses. These lawsuits can cost a company millions 
of dollars in litigation alone. For this reason, many of the larger companies settle out of court 
However, smaller companies like Codero attempting to grow in our economy also face these 
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frivolous lawsuits. Patent trolls can cause small- to medium-sized companies to lose revenue, 
forcing them to cut salaries and jobs — and in extreme cases file for bankruptcy. The tacbcs of 
the trolls are stifling innovafon. Because of their acbons many companies hesitate to produce 
new products for fear of violating an unknown frivolous patent. 

One of the i2Coalition's top priorities is to bring about patent reform, and both the i2Coaiition 
and Codero applaud Texas Sen. John Cornyn for introdudng a bill known as the Patent Abuse 
Reduction Act of 2013. 

This will bring fairness to the discovery process, Cornyn says. The bill will also shift 
responsibility for the cost of litigation to the losing party. This will relieve small business from 
hefty litigation cost and punish patent trolls. The act also calls for transparency in enforcement, 
meaning all parties that have direct finandal interest in the outcome of the lawsuit must be 
revealed. 

Sen. Cornyn is attempting to put an end to the chaos and economic stagnation these money 
stealing trolls create. We must stand up and support his efforts and the efforts of Texans as a 
whole to grow and develop in the technological world. 

Emil Saveoh is the CEO of Codero Hosting. 
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The Honorable John Cornyn 
517 Hart Senate Office Bldg. 

Washington, DC 20510 

July 1, 2013 

Dear Senator Cornyn: 

Thank you for joining the Austin Technology Council (ATC) and members of the Central Texas Innovation 
community for the Patent Abuse Reduction Act (PARA) panel on May 30. We appreciate your leadership 
in combatting patent trolls and look forward to supporting your efforts to develop meaningful patent 
reform in the 113'*' Congress. 

Over the last two decades, the Innovation Economy provided 100% of net job growth in the United 
States, para's focus on patent litigation reform is an important cornerstone of congressional support for 
continuing that success. Comprehensive intellectual property and patent reform - alongside talent, 
capital, data, and infrastructure innovation policy priorities- would enhance U.S. competitiveness, job 
creation, and economic stability. 

As a leading Innovation hub, Austin technology, innovators and related businesses deliver $21 billion 
and global vlsibil'tty to our region each year. ATC and its members serve as a resource for all 
stakeholders interested in efforts to strengthen tech, foster innovation and sustain the benefits that 
both bring to our community. 

ATC respectfully offers the following observations on PARA. Given the scope of technology and 
Innovation interests in Central Texas, these observations reflect a community perspective on the impact 
of policy on innovation fundamentals. Individual community members may have additional policy 
priorities. 

i. Overall, PARA provides an important step forward in addressing existing patent code's greatest 
threat to established and early-stage Innovators. 

II. PARA provisions we consider to be innovation priorities and will support implementation of: 

a. SEC. 2. PLEADING REQUIREMENTS. Requires more detailed infringement complaints so that 
trolls can't get away with targeting an entire industry with unsupported boilerplate complaint 
letters. 

b. SEC. 4. DISCOVERY LIMITS. Corrects the huge imbalance in discovery costs that trolls use to 
pressure businesses into settling. 

III. We encourage and will support your efforts to strengthen these PARA provisions: 

a. SEC. 5j COSTS AND EXPENSES. Fee-shifting strengthened with a bonding requirement. Many 
trolls are "judgment-proof' shell companies with no assets. A plaintiff bonding requirement will 
give businesses a real chance to recoup the millions spent defending against an egregious, 
meritless lawsuit. 
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Austin Technology Council 

Because of the complexity of this problem, it will take a number of reforms complementary to PARA to 
balance the one-sided advantage that patent trails currently enjoy. Several bipartisan bills and 
discussion drafts are circulating in Washington, some of which are simple, viable, and would enhance 
legitimate patent holders' ability to enforce their rights and protect consumers and small 
businesses from becoming targets. We support your efforts to lead the development of a 
comprehensive package of litigation reforms that will help technology companies and America's 
innovators defend themselves against frivolous litigation. 

Thank you again for allowing us the opportunity to outline our support for your efforts on behalf of 
Texas and U.S. innovation. 


Joel Trammel 
Chairman 

Austin Technalagy Cauncil 

Julie Huls 
President and CEO 
Austin Technology Council 

David Altounian 
Founder and former CEO 
Motion Computing 


Chris Boyd 
Founder and CTO 
Midas Green Tech 

Kevin Callahan 

Co-Founder and VP-Innovation 
MapMyFitness 

Bijoy Goswami 
Founder 

Bootstrap Austin 


John Arrow 
CEO and President 
Mutual Mobile 


Derek Hall 
Founder and CEO 
Dortz Media 


Gene Austin 

President 

Bazaarvoice 


Gerardo A. Interiano 
Public Affairs Manager 
Google, Inc. 


Joshua Baer 

Founder and Managing Director 
Capitol Factory 
Chief Innovation Officer 
Return Path 

Tony Befi 
Vice President 

IBM Systems & Technology Group 
Texas Senior State Executive 


Andy Macfarlane 
Manager, Business Development 
Director, Governmental Affairs 
Data Foundry 

Jay Manickam 
Co-Founder 

Vice President, Strategy and Operations 
uShip 
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Austin Technology Council 


Michael McGeary 

Co-Founder 

Engine 

Shraven ParsI 
Founder and CEO 
Pharmaceutical Specialties, Inc. 

Anthony Peterman 

Executive Director, Patents and Chief Patent Counsel 
Dell 

Josh Rabinowitz 
Co-Founder 
Articulate Labs 

Gary Sabins 
President and CEO 
Spinal Restaratlon 

Alan Schoenbaum 

Senior Vice President and General Counsel 
Rackspace 

Larry Warnock 
President and CEO 
Gozzang 

Lawrence Waugh 
Founder and COO 
Colavista Software 

Derek Willis 

General Counsel and Secretary 
Volusion 

Rick Wittenbraker 

VP, Market Development 

uShip 
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Computer & Communtcatlons kidustry Association 

1972-2012; 40 YEARS OF TECH AOTO^Y 

May 22, 2013 


The Honorable John Com 5 m 
U.S. Senate 

517 Hart Senate Office Building 
Washington, DC 20510 

Dear Senator Com 5 m: 

CCIA applauds your introduction today of the Patent Abuse Reduction Act of 2013. 
American industry needs leadership such as yours to help curtail the flood of 
abusive patent litigation. Patent assertion entities (or PAEs) are harming the 
American economy. PAEs have recently branched out from suing large businesses to 
suing eveiyone from retailers to grocers to individual software developers. PAEs 
rely on the enormous cost of defending against patent infringement to obtain 
settlements, taking advantage of legal rules intended to protect research 
investments as their means of extortion. 

A particular problem in patent infringement suits filed by PAEs is that the 
complaints give the accused infringer no idea what it is actually accused of doing. 
We believe that Section 2 of the Patent Abuse Reduction Act would be a strong step 
forward in providing accused infringers the information they need in order to 
defend themselves. We also believe that revising Civil Form 18, as the Act does, is 
critical to forcing PAEs to plead their claims with specificity. As you know, the 
Federal Circuit recently decided that the current Civil Form 18 allows vague 
pleading of patent infringement 

Discovery costs are also a major problem in PAE suits, because a PAE typically has 
veiy few documents to produce; an accused infringer may have to spend millions of 
dollars on discoveiy. This asymmetry forces accused infringers into larger 
settlements. Section 4 of the Patent Abuse Reduction Act brings needed balance to 
this process, and should help to end costly fishing expeditions. At the same time, the 
definition of "core documentary evidence" helps ensure that the purpose of 
discoveiy is still satisfied. 

This is a strong bill that takes important steps towards addressing the problem of 
patent assertion entities, also known as patent trolls. We look forward to working 
with you on the Act as it moves through the Senate. 
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Thank you for your efforts on curbing patent abuse. 


Sincerely, 

o 

Ed Black 
President & CEO 

Computer & Communications Industry Association 
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CPF Statement Supporting the "Patent Abuse Reduction Act of 2013" 


FOR IMMEDIATE RELEASE; May 22, 2013 

WASHINGTON, D.C. - The Coalition for Patent Fairness fCPF) thanks Senator Cornyn for his 
leadership in confronting the problem of abusive patent litigation through the introduction of the 
“Patent Abuse Reduction Act of 2013." This legislation represents an important step forward in 
improving the patent system in such a way that allows America’s innovative industries to flourish. 

Patent assertion entities (or patent trolls), which prey on companies to profit off of their 
innovation, cost the American economy more than $29 billion in 2011 alone - and this estimate 
does not even begin to measure the indirect costs of lost innovation, it is likely that this figure will 
only increase as patent trolls set their sights on a growing range of industries, as has happened in 
recent months. 


That’s why it is imperative that members of Congress join Senator Cornyn in updating the patent 
system with common-sense reform before patent trolls can do more damage to America's economy. 
By addressing important patent litigation problems through heightened pleading standards, early 
claim interpretation, and discovery cost-sharing, Senator Cornyn has injected some important 
issues into the current debate. These items would help to avert the threat of abusive patent 
litigation, by providing a more fair and balanced litigation process in patent cases. 

The Coalition for Patent Fairness has long advocated for reforms that will thwart abuses of the 
patent system, and Senator Cornyn's legislation will help advance that effort We look forward to 
working with Senator Cornyn and his fellow Senate Judiciary Committee members to improve the 
patent system through patent litigation reform legislation this year. 

:;<**** 

The Coalition for Patent Fairness is a diverse group of companies and industry associations 
dedicated to enhancing U.S. innovation, job creation, and competitiveness in the global market by 
modernizing and strengthening our nation's patent system. 


Contact- Kate Connors, Kate.ConnorsOStnrvPartnersDC.com 
For more information, visit http: / /www.natentfaimess.orp . 
Follow us on Twitter at OFairPatents 
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CEA Thanks Sen. Comyn for Taking On Patent Trolls 

Arlington, VA- 05/22/201 3 -The following statement Is attributable to Gary Shapiro, president and CEO of the Consumer 
Electronics Association (CE/^ ®, in response to today's Inttoducb'on of toe Patent Abuse Reduction Act, introduced by Sen. 
John Cornyn (R-Texas): 

“We commend Sen. Cornyn for introducing the Patent Abuse Reduction Act, which will help curb abusi\© patent litigation 
practices. 

“Patent litigation abuse has reached epidemic proportions and notonlyimpacts toe tech Industry, but also ensnares 
legitimate retailers and end users. Patent Assertion Entities’(also known as P^s or patent trolls) lawsuits now account for 
a majority of ail patent litigation in the U.S., up from just 19 percent in 2006, Studies indicate that abuses in toe patent 
litigation industry are costing innovators more than $80 billion annually In direct and indirect costs. More, a majority of these 
suits are brought against small businesses that lack the resources and expertise to devote to the costly and complex patent 
iiligation process. 

“The Patent Abuse Reduction Act contains a number of provisions toat will help put toe growing patent trod industry out of 
business. Rrst, it would require trolls to provide more specific information about the substance of their Infringement 
assertions and clearly Identifytoe plaintiff. Second, it puts reasonable limitations on discoveryand requires toe patent trolls 
to payfor additional discovery requests. Third, the 'loser pays' provsions will lessen patenttrolls’ incentives to go to court 
with weak or flimsy claims. 

"We toank Sen. Comyn for addressing this very critical issue, and we look forward to working with Congress on smart, 
effective patent reform." 

About CEA 

The Consumer Electronics Association (CEA) is toe preeminent trade association promoting growth In toe $209 billion U.S. 
consumer electronics Industry. More than 2,000 companies enjoythe benefits of CEA membership, including legislative 
advocacy, market research, technical training and education, indusby promotion, standards development and toe fostering 
of business and strategic relationships. CEA also owns and produces toe International CES- The Global Stage for 
Innovation. All profits from CES are reinvested Into CEA's industry services. Find CEAonline 
atwvw.CE.org, www.DeclareInnovation.com and through social media: 


Press Contacts: 

Grace Ellis 
gellJs@ce.org_ 

Laura Hubbard 
703-907-4326 
lhubbard@CE.ofg 
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The Internet Association 


FOR IMMEDIATH RELEASE 

CONTACT : Betsy Barrett 202.997.3266 / betsv@internetassodation.ora 
DATE; Thursday, May 23, 2013 

The Internet Association Applauds Senator 
Cornyn's Patent Abuse Reduction Bill 

Washington D.C. ~ The Internet Association President & CEO Michael Beckerman issued 
the following statement In response to Senator Cornyn's introduction of the Patent Abuse 
Reduction Act of 2013 (S.1013); 

"The Internet Association applauds Senator Cornyn’s introduction of the Patent Abuse 
Reduction Act of 2013. Internet companies are targeted daily by patent assertion entitles 
far more interested in exploiting litigation costs than in promoting innovation. Senator 
Cornyn's bill appreciates the need to reform a system made unacceptably inefficient by 
vague accusations of patent infringement, imbalanced and excessive litigation costs, and 
a lack of even basic transparency. With thoughtful proposals on pleading requirements, 
joinder, and other issues, the bill makes a valuable contribution to the ongoing discussion 
about how best to put an end to abusive patent litigation practices and to promote, rather 
than burden, real innovation in today's Internet economy." 

About The Internet Association: The Internet Association is the unified voice of the 
online economy representing the interests of the leading Internet companies including 
Airbnb, Amazon.com, AOL, eBay. Expedia, Facebook, Google, lAC, Linkedin, Monster 
Woridwde, Rackspace, salesforce.com, SurwyMonkey, TripAdvisor, Yahoo!, and Zynga. 
The Internet Association is dedicated to advancing public policy solutions to strengthen 
and protect Internet freedom, foster innovation and economic development, and empower 
users. The Internet Association is headquartered in Washington, D.C. 
WWW. lnternetAssociation.org. 
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May 23, 2013 


The Honorable John Coroyn 
U.S. Senate 

517 Hart Sraiate Office Building 
Washington, D-C. 20510 

Dear Sen^r Comyn: 

On behalf of jcpenney, I want to thank you for introducing the Patent Abi4se Iteduction Act of 
2013, wtuch targets the abusive lawsuits filed by an ever growing group of sof^stica^ and 
well financed patent trolls. This legislation will help stem these dama^ng lawsuite wd ^low 
companies like jcpenney to focus resources on growth, serving customers and creating jobs. 

jcpenney is a 11 1-year old company. We have over 1,100 stores in 49 states ^id employ over 
100,000 associates. Our business model is straightforward. Wesellquali^ apparel, footwear, 
jevrehy and home products to the Amffican coitsuroer. However, in recent years we have 
become a tmget of patent trolls. These fiivolous lawsuits divert valuable r^inees away firom 
our business and tte communities we serve. 

According to recent studies these troll lawsuits can cost retailers up to $5 million per case. The 
average settlement cost is around S 1 .3 million. And the exponential growth of tirese lawsuits is 
having a real and damaging impact on retailers, small businesses, and raitrepreneuis. In 2007, 
patrat trolls filed 22% of patent cases but in 2012 that number skyrocketed to 60%. These cases 
are filed for only one reason - so the trolls can oirich themselves and their investors. UnUke 
retailers, patent trolls do not manufiicture or sell products. They don’t build stores, contribute to 
local charities or create jobs. The patent troUs" t^iness is to buy junk patents, file lawsuit after 
lawsuit and leverage the cost of defending those suits to negotiate expensive settiements. 

That is why we are supportive of your legislation. It is time for Congress to act and stop this 
lawsuit abuse. We caiCt thank you enough for your interest and leadership on this vny 
important issue. 


nzdi 

Dhillon 
Executive Vice President 
General Counsel 
jcpenney 
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National Retail Federation 


The Voice of Retail Woridwide 


June 5, 2013 


The Honorable John Comyn 
United States Senate 
517 Hart Senate OfBce Building 
Washington, DC 20510 

Dear Senator Comyn: 

On behalf of the members of the National Retail Federation, thank you for introducing 
the Patent Abuse Reduction Act. Abusive patent litigation is a significant and growing problem 
for retailers, and we strongly support reform. 

In recent years, over 200 retailers have contacted NRF about patent litigation because 
they have been, or ate currently, the target of patent trolls’ abusive practices. Patent trolls take 
away resources that retailers would rather use towards investment in their businesses, including 
furthering innovation, refurbishing their stores, and providing more jobs. 

Retail, and e-commerce specifically, plays an important role in the recovery of the 
economy. Managing frivolous suits is an expensive distraction many retailers cannot afford, nor 
do they have the resources to adequately fight these suits. The Patent Abuse Reduction Act 
addresses reforms which would curb trolls’ ability to extort settlement demands from retailers, 
technology companies and others who are the targets of their outrageous claims. 

As the world’s largest retail trade association and the voice of retail worldwide, NRF 
represents retailers of all types and sizes, including chain restaurants and industry partners, fiom 
the United States and more than 45 countries abroad. Retailers operate more than 3.6 million 
U.S. establishments that support one in four U.S. jobs - 42 million working Americans. 
Contributing $2.5 trillion to annual GDP, retail is a daily barometer for the nation’s economy. 
Retailers create opportunities for life-long careers, strengthen communities at home and abroad, 
and play a leading role in driving innovation. Learn more at www.nrf.com . 

We appreciate your commitment to adtlressing the harmful impact patent trolls have on 
our global economy, and we look forward to continuing our work together on this issue. 

Sincerely, 

David French 
Senior Vice President 
Government Relations 


cc: Members of the Senate Judiciary Committee 

Liberty Place 

325 7th Street NW, Suite 1 1 00 
Washington, DC 20004 
800.NRF.HOW2 (800.673.4692) 

202.783.7971 fax 202.737.2849 
www.nrf.com 



Software & information 
industry Asociation 

wwwjiia.net 

For Immediate Release: 

SHA Communications Contact: Laura Greenback, 202.789.4461. igreenback@sna.net 
PR Contact: Farrah Kim, Rational 360, 202.568.8986. farrahkim@rationai360.com 

SHA Welcomes Increased Congressional Focus on Patent Trolls; Applauds Sen. 
Cornyn's Bill Introduced Today 

WASHINGTON, D.C. (May 22, 2013) - The Software & Information Industry Association (SHA), the principal trade 
association for the software and digital content industries, today commended Senator John Cornyn (R-TX) for 

introducing S , The Patent Abuse Reduction Act, artd for his leadership on efforts to curtail patent troll activity. 

The bill, which is one of a growing number of legislative efforts aimed at attacking the problem of abusive patent 
litigation, calls for several steps that SIIA supports, including: a heightened pleading requirement for plaintiffs; 
increased transparency for determining the parties that are actually behind a lawsuit, and; requirements that 
parties pay for any discovery that is beyond "core" materials. 

SilA President Ken Wasch commented, "The economic harm being caused by patent trolls is receiving 
increased attention in Congress, and we commend Senator Cornyn for his leadership on this issue. We 
applaud his introduction of strong thoughtful legislation that would implement several needed patent 
litigation reforms. It is a crucial step toward an effective legislative response to the plague of patent trolls 
damaging American innovation and our economy. As we seek to enact effective, comprehensive patent troll 
reform legislation this year, we look forward to working closely with Senator Cornyn, the leadership and 
members of the Senate and House Judiciary Committees and other stakeholders." 

About SIIA 

SIIA Is the leading association representing the software and digital content industries. SIIA represents 
approximately 700 member companies worldwide that develop software and digital information content. 
Information technology (IT) and software security are critical issues to SlIA's members, many of whom strive to 
develop safe, secure and state-of the-art products that effectively serve their commercial and government 
customers alike, while protecting their Intellectual property. For further information, visit www.siia.net . 


O 

SIIA 
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SIA 


SEMICONDUCTC3R 

INDUSTRY 

ASSOaATlON 


SIA Statement on Legislation to Curb Abusive Patent Litigation 
August 1, 2013 

The Semiconductor Industry Association (SIA) supports the efforts of Congress, the 
White House, and courts on reducing abusive patent litigation. While judicial and 
administrative reforms to address this issue can play an important role and need to 
continue, SIA believes it is time for Congress to adopt legislation to prevent abusive 
conduct and to address the cost asymmetry in patent litigation, while at the same time 
preserving the ability of patent owners to protect their intellectual property and their 
investments in research and innovation, and ensuring that U.S. companies are not 
placed at a disadvantage to foreign competitors. 

In this regard, SIA thanks and applauds Senator Comyn for his leadership in the 
introduction of the "Patent Abuse Reduction Act of 2013" (S.1013). Abusive practices in 
patent litigation have a substantial negative impact on the U.S. economy and on U.S. 
innovation. The semiconductor Industry believes that some of the concepts outlined in 
this bill, such as heightened pleading standards in cases where such infomiation is 
reasonably accessible to patent holders, fee-shifting for non-prevailing parties, and early 
claim interpretation, will be useful In addressing abusive litigation practi^s. We 
encourage members of Congress to join Senator Cornyn in advancing these concepts 
and similar initiatives. 

As Congress moves forward on the Comyn bill and other proposals that include these 
principles, SIA urges Congress to proceed carefully and listen to stakeholders to ensure 
that legislation does not result in unintended negative consequences to patent owners 
and U.S companies. 


+ + + 

The Semiconductor Industry Association (SIA), representing the leading U.S. 
semiconductor companies, supports policies that encourage Innovation, including the 
protection of intellectual property. The semiconductor industry is research intensive — 
members invest, on average, 18 percent of revenues to research and development. 
Nearly half of the top 15 American patent recipients are semiconductor companies, and 
semiconductors are one of the country’s top exports. The continued success of our 
industry and continued American leadership in semiconductor design and 
manufacturing depends on a strong and balanced patent system. Including sensible and 
efficient rules to resolve patent disputes. 


1101 KStreetNW, Suite 450 Washir^ton, DC 20005 
p; 202-446-1700 vvww.semfconductor3.org 
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TAB Supports Senator Cornyn's Patent Lawsuit Reform Bill 

Date: 5/22/2013 
Category: Press Rdease 

F0R1MMEDIATEBEL£‘VS£ Contact: BillHammoDd 

May 22, 2013 Phone: (512) 637-7701 


TAB Supports Senator Cornyn’s Patent Lawsuit Reform Bill 

AUSTIN, TX— U.S. Soiator John Comyn is introducingthe Patent Abuse Reduction Act, which will modernize the p ateot Miction 
system and b^er protect innovators who are being targeted by so called “patent trolls.” 


“These ‘trolls’ are responsible for the majority of patent litigation and are sinqily trying to obtain fast settlements,” said Bill Hammond, 
Fresidsit and CEO of the Tecas Association of Business (TAB). “This practice stifles innovation and discourags tbe creation and 
e^ ansion of small businesses.” 


Hammond said that TAB fully supports the effort to reform the patent Ktiption system. “Wc welcome the news that Senator Comyn 
has taksi the initiative and introduced this k^lalion aimed at addressing, and ending this abusive practice.” 


Two thingp that Senator Comyn’s bill does is to require the people filing these claims to idaitify themselves, and it requires thebsing 
party to pay for the cost of the Utigption. “Addingtransparency and this kind offinancialresponsibility will deter mai^ of these people, 
who aresini^ly looking to make a quick buck from filing this sort of frivolous liti^tion in the first place,” said Hammond. 

### 


Founded in 1922, the Texas Association cf Business is a broad-based, bipartisan wganization representing more than 3,000 
small and large Texas employers and 200 tixai chambers of commerce. 


O 



